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This article omits a consideration of the transatlantic trade, 
because that trade differs from all others to such an extent that 
it merits separate consideration. All other important ocean 
trades differ from the north Atlantic in at least four respects: 
(1) none is so large; (2) none is over so short a route; (3) 
none has such geographical unity; (4) none is so dependent on 
raw materials. 

1 and 2. The first two combine to produce one effect, namely, 
many carriers. The shortness of the route permits a compara- 
tively few vessels to render line service, while the magnitude 
of the Atlantic trade requires so many lines that they have never 
been able effectually to get together. The trade from America 
or from Europe to the commercial districts of other continents 
is smaller in volume and over.routes so long’ that the formation 
of a line is relatively more difficult, and therefore the task of 
starting new competition is greater. Competition in line traffic, 
it should be noted, requires another line able to offer the same 
service. 

3. While American geographical and political conditions tend 
to weld the commerce of the continent with Europe into one 
great unit by enabling it to reach the sea anywhere, there is in 
Europe no such commercial unity. European land forms, politics, 


*The transatlantic voyage is but one-half to one-fourth the length of that 


from Europe or America to South America, South Africa, India, Australia, or the 
Orient. 
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and transportation unite to produce commercial separateness. A 
half-dozen different nations, each commercially independent and 
commercially hostile, give to the trade of Austria, Italy, France, 
Great Britain, and Germany an isolation that is entirely unknown 
in America and makes much easier the agreement of European 
carriers to the different corners of the world, because each group 
of carriers has a territory of origin in which rivals cannot 
compete without coming to the same ports. 

4. The longer European trades stand apart from the trans- 
atlantic, having less raw materials and more manufactures in 
their freight. The great quantities of manufactures going out 
from Europe require a fast, frequent, and reliable service over 
long routes. Lines agreeing and co-operating can easily give 
such service, which, moreover, a new rival finds it hard to give. 
Competition from Europe to the more distant continents cannot, 
therefore, be so active a force as it is in the European trade with 
eastern North America. 

It is necessary for ocean carriers who might compete to be in 
one of four relations to each other: (1) they may be prac- 
tically independent because they all have more goods than they 
can carry at profitable rates; (2) they may be active competitors ; 
(3) they may be working under some mutually beneficial agree- 
ment with regard to rates or traffic; (4) they may be acting 
practically as though they had formally agreed, although the 
condition is only one of mere truce which none care to break. 
The last is commonest in the Atlantic traffic where the barriers 
to agreement are greatest. The first condition—independence— 
is likely sooner or later to lead to the second—competition. 

There is a peculiar ferocity attending a rate war among ocean 
line carriers, especially where the number of carriers is small and 
personal feeling can rise. It is primarily not competition to win 
trade, but to ruin the rival, drive him off or bring him to terms. 
Lines rendering similar service are each acquainted with every 
move of the competitors, but each hesitates to make the 
move that starts a rate war, which can make only losses for all 
carriers and which can end only when one party surrenders or 
all agree to abide by mutual restrictions which will preserve 




















OCEAN FREIGHT RATES 527 
peace. The fundamental influence in line rates is the charter 
rate which makes high or low the cost of the ships which freight 
lines are continually hiring. The element of warfare that exists 
in rate competitions is evidenced by the fact that the competing 
companies often carry freight at heavy loss, when a general con- 
dition of world-prosperity exists among carriers. Competi- 
tion causes temporary disregard of all relation between cost 
of a ship and income from her. In November, 1902, it was 
stated that the 1os. rate from New York to South Africa involved 
a loss of $10,000 to $15,000 per steamer. 

The carriers evidently desire agreements if they can be had, and 
the shippers do not desire rate wars as much as the lay observer 
might at first think. During an ocean rate war the rates are 
chaos. Trade thrives on regularity and certainty. The mer- 
chant in Cape Town, Buenos Ayres, or Shanghai does not relish 
having a large stock of goods secured at a normal rate and 
suddenly finding his rival getting the same goods in at a much 
lower cut rate. The constant rate fluctuations of a rate war often 
cause neighboring merchants to receive the same goods by the 
same ship at different rates. One of them blames somebody, 
usually the export commission merchant, and he in turn blames 
his freight broker. It is no unusual practice for an importer to 
divide an order among several export commission men. If the 
goods come on the same vessel at different rates as they very 
likely may, he is dissatisfied. The irregularity and wildly fluctu- 
ating rates would make it difficult for the importer to calculate a 
“laying down” cost of goods without expensive telegraphing, 
and an editorial in a shipping journal, defending European ship- 
ping agreements to control rates to the Orient, declares that “com- 
petition now based on careful lines would” (under conditions of 
non-agreement) “resolve itself into as hazardous a speculation as 
a chance in a lottery.”"? Another thing unfavorable to the ship- 
per is the common irregularity of sailing schedule in a rate war. 
The ships are managed, not to please the shipper, but to injure 
the rival, and with that object the sailing days are often made 
to nearly coincide This does not give opportunity for an even 
* Fairplay, July 31, 1902, p. 162. 
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flow of freight. The shippers prefer an even schedule, a rate as 
constant as possible and the same for all shippers. These condi- 
tions are difficult to secure where lines do not agree. 

The rate war sometimes disturbs distant trades, as where a 
quarrel among London owners in the United Kingdom-Australian 
trade is carried to New York Australian trade where these same 
owners run steamers. This particular episode occurred in 1905. 

The combined result of all these influences is, that with the 
partial exception of the north-Atlantic freight, there is in ocean 
line trades, both great and small, a normal condition of agree- 
ment among line carriers. This is disturbed by the frequent 
competitions that precede and end the agreements. The agree- 
ments are evidenced by the much greater constancy of line rates 
than of charter rates. These agreements are often reported in 
various journals, in consular reports, and in annual reports of 
the companies themselves. The annual report of the United 
Companies of Copenhagen (Forenede Dampskibsselskab) for 
1904 states, “that the continental lines in their war against the 
Cunard Line unfortunately chose territory of the Danish Com- 
pany and cost it a round million. Peace was concluded in 
December, and the company made a friendly working agreement 
with the competing companies, so that the future in this territory 
may be looked upon with full confidence.” The 1903 report of 
the Kosmos Line, plying between Hamburg and the Pacific coast 
of both Americas, after stating that a combination of 
sailing-ship owners had helped the line by stiffening and steady- 
ing rates on Chilean nitrate, discussed in an annex to the report 
the announcement of a Hamburg firm’s intention to run monthly 
sailings of English vessels from Antwerp to western South 
America. The Kosmos directors did not fear from this any 
successful encroachment upon their business. This would be 
prevented by the convention concluded a few years previously 
with the Hamburg-American Company and by the extensive 
system of rebates that had been established. Mr. Ellerman, 
one of the men who sold out to the International Mercantile 
Marine and afterward went into other shipping enterprises, 
told the stockholders of Ellerman lines in annual meeting that 
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six lines had recently been bought by the new company and that 
in most cases there were working agreements with the other 
lines engaged in those trades. Sir Thomas Sutherland, chairman 
of the Peninsular and Oriental Company, told the stockholders 
in a recent annual meeting that his company was a party to con- 
ferences or working agreements with various lines rendering the 
same services, and that such had long been the common custom 
of shipping lines in nearly all trades. 

The same forces that have produced these agreements have 
also driven to consolidation throughout the world, and make 
the carrying corporations grow, line upon line, service upon 
service. It has not been limited to the north Atlantic. Prac- 
tically all of the German lines going to South America are con- 
solidated or closely allied, as are also the German lines to East 
Asia. The North German Lloyd has recently bought out a Scotch 
and a German line that competed in the East Indies adjacent 
to Singapore. The two leading British South African lines 
have consolidated; a host of small Danish lines have formed 
the United Companies of Copenhagen, and the several long- 
struggling coasting lines of Finland have done the same thing. 
With the simplification of direction and the reduction of number 
of owners, agreements become easier. 

The agreements among the carriers take several forms: 
(1) division of territory; (2) freight pooling; (3) pooling of 
profits; (4) “conference” or agreement to maintain rates. 

1. Division of territory, although not the most common, is 
probably the simplest form of agreement, as it is the easiest to 
operate. Each party is, within limits, free to do as it chooses in 
its own territory. The agreement between the German com- 
panies and the Morgan syndicate makes precise division of terri- 
tory, by limiting future new services and setting the number 
of sailings that might be made on some existing services. In 
the North Sea traffic, Wilsons of Hull, the great rivals of the 
United Danish Lines, agree with their rivals as to which ports 
each shall serve, and when they disagree the threat of either 
party to compete at all points is a strong argument for peace, as it 
was also in the recent (December, 1905) quarrel between the 
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Hamburg-American and North German Lloyd companies. There 
are many divisions of territory that are tacit rather than formal. 
A line performing a certain service desires to add to or extend 
its service, but fears to do so knowing that the move will be 
regarded as a practical declaration of war and treated accord- 
ingly. This is probably the commonest of all causes of rate wars. 
A new carrier enters a rich field for a share of the trade, and a 
contest ensues. 

One of the commonest ways of ending a rate war is for the 
contestants to divide up the territory. The following is an 
example. During 1902 and 1903 the trade from New York 
to Hayti and Cuba was competed for by the Hamburg-American 
Line and the Cameron Line. This was settled and competition 
ended by the Cameron Line withdrawing their ships from Hayti. 
but continuing their Mexico and Cuba services. The owners 
of the Cameron Line further acted as agents for the Hamburg 
company in Hayti, but the Hamburg company’s ships did the 
carrying. 

2. Freight pooling achieves a similar result by (a) the com- 
mon method of alternate sailings or by (b) the more unusual 
method of actual division of the traffic on a basis of percentage 
or kinds of traffic. 

(a) Alternate sailings is one of the most widespread, if not 
the most widespread, of all forms of line agreement. It is 
simple in its development and really was the origin of line traffic 
on many routes. Two or three merchants, who were in the 
habit of sending an occasional sailing vessel for themselves 
and others, naturally chose different times for the dispatch of 
their ships because there was then more freight offering. They 
almost inevitably worked out something of a schedule.* The 
same advantage holds true when two or more lines are running 
on the same route. As the advantages of this manifestly 
increase with the length of the route, it is natural that it should 
be prevalent in the trade to South America, Africa, and the 
Orient. 

®The Hamburg-American and North German Lloyd companies were formed 


by such groups of merchants who desired a better service than their occasional 
independent ships gave, and, uniting, formed the now famous companies. 
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To the Argentine Republic one French and two English lines 
give a uniform rate with alternate sailings and exchange of 
passenger tickets. To the west coast of South America the 
Hamburg-American and the Hamburg-South American com- 
panies alternate the schedule and increase their ships together. 
But these lines have even a closer pooling alliance. In the 
oriental trade two French lines operate together, taking turns, 
and the two great German companies have tried about all combi- 
nations. This service has been double, consisting of the Imperial 
Mail line and a cargo line. The two companies joined in furnish- 
ing the vessels for these. This was followed by a period during 
which the Hamburg company managed the freight line and the 
Bremen company the mail line. This was satisfactory to neither 
party, and by a Hamburg conference in November, 1903, it was 
agreed that the Bremen company should furnish as well as 
manage the mail line and Hamburg, the cargo line. The com- 
panies then exchanged vessels and agreed not to antagonize each 
other in this trade. A half-dozen companies along the Dalma- 
tian coast recently made a similar arrangement by which 
passenger and express business was taken by one line and 
freight by the others. The contract between the German lines 
and the Morgan syndicate made provision for the sharing by the 
two interests of new trade, or of extension when the extension 
amounted to doubling the number of sailings. 

3. Pooling of profits seems to be quite common if one may 
infer from the known number of these ordinarily secret arrange- 
ments. The two great German companies appear to have a 
money pool, and it is announced from time to time in the press 
that they have pools with some of the smaller German com- 
panies. There is a pool of passenger earnings between the two 
German companies, the Holland-American and the Red Star 
Line which belongs to the International Merchant Marine Co., 
and runs to Antwerp. The German East-Africa Company and 
the Austrian Lloyd got into competition because the Austrian 
line entered the East African trade. After various negotiations 
Fairplay* announced a reported agreement by which “receipts 

‘January 28, 1904, p. 145. 
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from the passenger branches of the two services shall be divided 
at fixed intervals between the two companies, and that a mutual 
understanding shall also be arranged as regards the goods traffic.”’ 

The pooling of profits in ocean-carrying is comparatively 
simple if office expenses are left out, as is usually the case. The 
ships are often chartered, the owner furnishing the crew, so that 
the expense account, as well as income, can be calculated to a 
nicety. Even where ships are not chartered, it is common to 
have them surveyed when they enter pool service, and the owner 
credited with the same amount of money that he would have 
received if he had chartered the vessel to outside parties at 
current rates. 

There is a profit pool among the carriers from the United 
Kingdom to Australia. Within the past decade there have been 
profit pools in the line trade from New York to Australia and 
from New York to Brazil, and there was every outward sign 
that there was also one from New York to South Africa. It 
was revealed in May, 1905, by a suit in the court of King’s 
Bench, London.’ Three British firms in the United Kingdom 
South African trade also had vessels in New York service. They 
were entitled to 21 per cent. in the pool; the German Hansa line 
had 16 per cent. and was sued because of the failure to maintain 
the agreement which was entered into October 23, 1901. During 
most of this period there was a rate war in progress, and the 
difficulty of operating a pool under these circumstances is shown 
by the fact that in 1902 there were eighty-seven meetings and in 
1903, sixty-one. 

Pools of both sorts are apt to be short lived, as were most of 
those referred to above, because of their tendency to become 
non-progressive arrangements. They heal the difficulty of the 
hour, but they must be well arranged indeed if they can provide 
for the satisfactory division of increased trade among the par- 
ticipants. That is the rock upon which they all alike go to 
pieces. It matters little whether they be divisions of traffic or 
divisions of money. One line feels that its position, expenditures, 
or activity merit a large share of the increase in the trade. The 


5 See New York Journal of Commerce, June 7, 1905. 
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line that has done less wants of course an equal share. An 
example will illustrate: In February, 1893, the British India, 
Peninsular and Oriental, and Hansa steamship companies came 
to a clearcut agreement about the trade between Middlesboro’, 
London, Hamburg, and Antwerp with India. In September, 
1898, it was modified, apparently in favor of the stronger parties, 
so that if Antwerp freight exceeded the capacity of the Hansa 
steamer, each of the other lines could have six sailings a year 
from Antwerp, the amount of freight in each of these additional 
sailings being prescribed and limited. This lasted until January, 
1905, when the P. and O. Company, again dissatisfied, threw the 
agreement to the winds, announced more frequent sailings from 
Antwerp, and a long rate war between the two British companies 
and the German company followed. 

4. Shipping conferences. These are usually agreements to 
maintain rates upon a certain route. Once the carriers have 
agreed, they usually arrange a schedule of sailings, rendering the 
best possible service, and keep off competitors by a system of 
deferred rebates. This is usually ten per cent. of the freight. 
It is calculated at the end of a long period, usually six months, 
and paid six months or a year later, provided the shipper has 
remained “loyal” to the members of the conference. Shipping 
by a rival line is, of course, “disloyalty,” so that the conference 
carriers, by means of these deferred rebates, practically keep all 
regular shippers under bonds to let all rivals severely alone. 
Thus is the shipper bound. The starting of rival shipping lines 
is deterred by the certainty of fierce competition, and by the 
restraining tendency which the rebates will have on the people 
who would otherwise ship by the new line. 

Despite this inner stay and outer prop, the way of the ship- 
ping conference is far from smooth. The prosperity that attends 
their success attracts the hungry outside shipowner who sets up 
competition, creates chaos and general loss in the hope of being 
admitted to the conference. 

Owing to the oft and widely repeated fact that the United 
States has had few and poor shipping connections other than 
transatlantic, the best place to see the shipping conference in full 
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operation is in European trade, where the steamship lines are 
older and well established. The best single example is the South 
African Shipping Conference. It is a successful conference. It 
has been carrying the trade of a region that stood for some 
years in the glare of the world’s attention. It is also an unpros- 
perous region and therefore a region where discontent is rife and 
where there is diligent search for the causes of this discontent. 
The fact that the conference has had long success and conse- 
quent freedom from rivals has produced a feeling of inde- 
pendence and made it less anxious to please the shipper in 
matters of detail. All these influences have combined to throw 
much light on the South African Shipping Conference. 

A New York freight broker, well acquainted with European 
conditions recently declared: “The steamship people in England 
ride the shippers ; they ride them; they say ‘you can have so much 
space in such and such a ship.’” The British shippers seemed 
to be of the same opinion. After the close of the Boer war the 
press was full of complaining letters. Such grave bodies as the 
Liverpool and Leeds Chambers of Commerce took the matter 
up and condemned it vigorously; the colonial legislature of 
Natal passed a resolution of condemnation; colonial premiers 
entered into correspondence with the head of the conference; and 
South African commercial bodies were quite as active as those 
of England. 

The Leeds Chamber of Commerce showed that when a rival 
line had arisen and the rebates had failed to hold the shipper, the 
conference had quoted double (prohibitive) rates when the ship- 
per persisted in patronizing the new company for that part of 
the freight which the new carrier could place. The British public 
was also enraged because the rates to Africa were from 245. to 
80s. per ton, and the same firms had steamers in the New York- 
South African service and were giving rates from New York at 
10s. to 20s. American trade was naturally booming at the 
expense of the English. To this criticism the conference replied 


* This type of grievance still remains and is embodied in a strong resolution 
of the Associated Chambers of Commerce of Great Britain which met in London, 


March 7, 8, 1906. 
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that the New York rate was a heavy loss owing to competition, 
and that the rates from all continental ports were the same as 
from British ports, a point that had been carefully stipulated in 
all arrangements with German and other lines. 

From South Africa also came the charge of excessive rates, 
but the carriers declared their rates were reasonable; that the 
African importers were suffering from the exactions of the 
colonial railways. In this connection a paper before the Insti- 
tute of Civil Engineers shows that on the basis of 1.54 d. per ton 
per geographical mile for mineral trains in England, the total 
sea-borne rate was about one-thirty-fifth of that figure. At the 
time of the African complaint against the shipping “ring” the 
rate on iron from the United Kingdom to Kimberley was as 























follows : 
Via Care Town Via Port EvizaBETH | Via DuRBAN 
Rail Ocean Rail | Ocean | Rail | Ocean 
Distance .......... 647 6,181 485 | 6,609 | 483 cir. 7,000 
Rate per ton....... 218/5 22/6 166/2 22/6 | 110/— 25/— 
| | 











Various persons and chambers of commerce were appealing 
to the British government to give them relief of some sort and 
one proposal was to give the mail and government contracts to 
an independent line that should be formed. An editorial in 
Lloyd’s Gazette in August, 1904, stated that while monopoly 
had made the conference carriers a little autocratic in their man- 
ners, any government scheme to start another line “would just 
make it strong enough to join the conference.” Occasionally 
Sir Donald Currie, head of the largest British interests in the 
conference, would reply to the numerous attacks. One such 
long letter (Syren Shipping, June 24, 1904) made the challen- 
ging statement that “the South African trade is quite open.” 
But owing to the rebate control and boycott rates it was prac- 
tically open only to a line or combination that could offer as 
good a service. It is common for steamers to South Africa to 
skirt the coast, stopping at three or more ports. When compe- 
tition did spring up, the conference lines eclipsed it by dispatch- 
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ing a vessel directly to each of the three main ports, and it is 
currently reported that one of the lines in the conference only 
got in after losing a million dollars in a rate war which finally 
brought the conference to terms. In a letter to Mr. Chamberlain, 
Sir Donald Currie said (see New York Journal of Commerce, 
June 18, 1903): “This so-called rebate system prevails in every 
ocean steam trade, and while providing the necessary support 
which steamers, to be regularly employed, regularly require, 
it secures under suitable arrangements with the merchants regu- 
larity of rates, as well as the supply of sufficient steam tonnage.” 
Fairplay’ quoted Mr. Birchenough (who had been sent to South 
Africa by the government to investigate the matter) as saying: 
“The rebate system prevents the cutting of rates, and it is to 
that extent as much a protection to the shippers as to the ‘ring;’” 
and the journal then stated editorially that, “as a simple matter of 
fact, the present very efficient service to the Cape could not 
possibly be worked otherwise than by a conference agreement.” 

The China Conference is one of long standing, and, like 
numerous others from Europe outward, it has succeeded in keep- 
ing less before the public. One of the largest of these combina- 
tions is the reported agreement between two groups of west 
coast South Amercan carriers—the Panama group comprising 
eight companies and the Magellan group four companies. In 
the Panama group were companies representing America, 
England, Germany, France, and Italy. 

The founding of lines of steamers from New York to other 
than European and West Indian ports has had its largest and 
almost its entire development since 1890, and while these lines 
have not been long established, they have compassed practically 
all of the experiences in the catalogue of agreements among 
carriers. To South America, Africa, Australia, and the East 
there were sailing-vessel lines that had grown up gradually from 
the operations of exporting merchants. This commerce has 
grown great enough to tempt the old-established firms of British 
establish employment for some of their vessels by putting them 
into steam services from New York to the various districts above 


* September 22, 1904, p. 444. 
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mentioned. This was a direct blow at the trade of the American 
firms that had handled the trade from its inception, and strong 
rivalries have ensued. This has been further complicated by the 
coming of German steamers upon the scene. Peculiar incidents 
have occurred in these contests. Firms agreeing in European con- 
ferences have competed here; at least one New York firm has been 
in both the east South American trade and the South African 
trade, but in one it fiercely competed with firms with which it 
had agreements in the other trade. The New York carrying 
combinations are well typified in all important respects by the 
happenings in the Australian trade. 

The first of line service was in 1853 when two firms began 
taking turns in sending out sailing vessels. In 1878 a Boston 
firm began, and in 1884 added a New York service, taking turns 
with the other two companies, and each got what rates it could 
at the agreed-upon time of sailing. 

In 1889 a fourth company essayed to enter this service and it 
was admitted, after a year of rate cutting, during which rates 
fell from 271% cents per cubic foot to 7 cents. 

The four companies now agreed and conducted their busi- 
ness without serious disturbances until 1896 and 1897, when 
some outside merchants chartered, loaded, and dispatched some 
ships to an Australian firm. This promised easily to become the 
origin of another line. Shortly thereafter the four carriers made 
rebate contracts, promising a 10 per cent. rebate if shipments were 
not sent by any outside line. The agreement was made with many 
firms, some for five years and others for shorter periods, down to 
one year and less. The shorter periods were apparently accepted 
because of the probability of opposition. At this time the charge 
was freely made that the four firms who combined the functions of 
commission merchants and carriers used their carrying functions 
to benefit their business as merchants: to the detriment of other 
merchants. This very natural desire could be effected, as was 
then charged, by quoting rival commission houses higher rates, 
and by so-called “filling-orders’—filling up a ship, when cargo 
was scarce, with “bulk lines” to be sold in Australia in com- 
petition with their patrons who had paid full rates of freight. 
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In the spring of 1898 two London shipping firms, desiring 
return cargoes, for ships carrying Australasian frozen meat to 
the United Kingdom, sent their steamers to New York to load 
outward. The four New York firms, which had been sending 
sailing vessels only, united in organizing the United States & 
Australasian Steamship Company and placed at its head a man 
from one of their offices. This was done the very day that the 
advertisement of the British steamship service appeared, and the 
Americans succeeded in dispatching the first steamer. The war 
was carried into the enemy’s country by sending steamers to 
South Africa where the competing English firms had important 
services. This was a new venture for the Australasian shippers 
and was purely an incident of the lively war that raged from 
May until December, 1898. Rates were put down to 10s. a ton, 
about the cost of stevedoring and dunnage wood, and in December 
there was an agreement between the New York firms and the 
two London firms, but a third London line which had entered 
during the competition did not enter as a part of the agreement 
that formed the so-called Associated Line. 

Before the beginning of the competition each of the four 
firms had taken its turn on the berth and had made what profits 
it could from its ship. The Associated Line worked on a profit 
pool, said to have been divided equally between the New York 
and London interests. It of course had the rebate arrangement 
and the carriers promised to do away with the obnoxious “filling 
lines.” This Anglo-American agreement seems never to have 
run smoothly. Even the public press frequently mentioned the 
fact. Old-established American firms, accustomed to making 
their decision on the spot, were dealing with the agents of British 
ship-owners who are notorious for deciding in London every- 
thing for their agents in New York, whether they know the 
conditions in New York or not. That they do not know the 
New York situation is the consensus of American-New York 
opinion. In addition to internal troubles, the Associated Line 
had the strong competition of the one outside firm which was 
not well controlled by the rebates. Stronger measures were tried. 
In May, 1899, an Associated Line circular stated that if after 
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the first day of July any commission house should consent to 
fill a buying order for any Australian or New Zealand merchant 
who insisted upon shipping by any line but the Associated Line, 
that commission house will not only lose its 10 per cent. deferred 
rebate for that client, but will in addition have to pay an addi- 
tional rate of 5s. per ton upon all freight shipped to Australia, 
and 7s. 6d. per ton to New Zealand. This embraced all business 
done by the New York commission firm for clients “loyal” and 
“disloyal” to the Associated Line. The rival line continued to 
prosper, and in April, 1900, the penalties were increased to 
12s. 6d. per ton, “on condition that they buy their goods from a 
loyal supplier, the consignee’s name being subject to approval of 
one of the members of the Associated Line.” 

The attempts at coercion failed, and within a month the Asso- 
ciated Line had ceased to exist. It was resolved into its elements, 
and rebates and penalties were declared off. During the exi- 
gencies of the fight it appears by the protests of merchants in 
both New York and Australia, that the rebates were withheld 
when due, and certainly were not paid for some months there- 
after.° This was merely one more effort to hold trade away 
from the rival. The end of the combination was brought about 
quite as much by internal trouble as by competition, as is evi- 
denced by the fact that the breakup of the combination caused no 
immediate break in rates. 

Since the end of the pool in May, 1900, there has been a 
continuation of the ups and downs in the trade until the mere 
mention of the Australian trade makes a New York shipping 
man refer to primeval chaos. The steamship company owned 
by the four united New York firms is sending both steamships 
and sailing vessels, and the three British firms are still in the 
business. In September, 1901, rate cutting apparently took the 
form of seeing who had the most money to lose. Weight cargo 
was carried for 5s. to 7s. 6d. per ton, and measurement cargo 
or 10s. The American company seems to have out-generaled 
its opponent in this contest of loss. The shipping journals show 
that they advertised the same steamer from December 2 until 


*New York Journal of Commerce, April 21, 1901. 
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March 27, when she finally sailed. In the interval she was 
making short voyages in nearby waters. The earlier cargoes 
that she should have taken to Australia got sent on the rivals’ 
ships at the rivals’ heavy loss. In May, 1902, there appears to 
have been an oral rate agreement that lasted till October, 1904, 
when one of the British lines started in to get a better share of 
the freight. This war lasted until August, 1905, after which 
time the carriers lived along for some months on day-to-day 
rate understandings, and efforts to pool the traffic or proceeds 
came to naught because the different parties could not see alike 
with regard to respective proportions that each should have. 
In February, 1906, one of the London companies suddenly made 
a great increase in the tonnage on this service. To secure freight 
for it concessions in rates were made to some shippers on some 
classes of goods, but this had not resulted in a general disturb- 
ance of rates on April 8. This situation, like many another in 
the commercial world, is materially affected, by bitter personal 
animosities existing between some of the principals, and render- 
ing them oblivious to the ordinary economic impulses. 

This detailed account of the recent developments in the New 
York-Australian trade, with its freight and money pools, its 
competitions, rebates and virtual boycotts, differs but little from 
the history of the trade to South Africa or east South America. 
In all of them the old American exporting firms have had to 
meet the competition of European shipowners who have com- 
peted by setting up new steamship lines. In the struggles that 
have followed, the pool, the rebate, and the boycott have been 
freely used. The boycott has not frankly borne that name, but 
the same practical result has been attained by indirect means. 
One method is the prohibitive rate described in the account of 
the Australian trade. A common device of the foreign-owned 
lines is the “inability’’ to name a rate. “I'll have to cable to 
headquarters,” replies the agent. Upon application the next 
day or the next, the cable reply “hasn’t come yet.” Another 
method of achieving this result is for the ship’s agent to tell the 
applicant that he has no space, although the next applicant, if 
friendly, may contract for 500 tons. In a recent conversation a 
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New York freight broker said that he was boycotted by the 
carriers to four different parts of the world. It should be noted 
that it is the broker who is usually boycotted, not the actual 
consignor of the freight. He can get another broker and have 
his bargain made. 

There is one broad difference between the recent American 
and British shipping conferences. Those in Europe are made 
by lines owning the ships that they use. The American confer- 
ences have been upon the basis of hired ships or European ships 
being managed at long range by non-resident owners. The 
members of European conferences have therefore had more at 
stake, and in the freight depression prevailing since the Boer 
War most of their conferences have been maintained, while most 
of the American conferences have gone to pieces. 

The rebate system is comparatively new in the New York 
trades and seems to have had its chief growth since the coming 
of the British steamers to compete with the American sailing 
vessel merchant-carrier firms. The recent strenuous competi- 
tion between carriers from New York to South Africa led to 
the withholding of rebates because of “disloyalty.” The dis- 
satisfaction of some of the penalized firms over the definitions 
of loyalty led to a suit being brought against carriers in New 
York in 1904, and it is currently stated that a letter from the 
United States Attorney General’s office so alarmed the foreign 
owners that they feared to risk trial under the Sherman law, 
and stopped all rebates for a time. There was shortly afterward 
a change in the head of the United States Department of Justice, 
and the rebates began again in some quarters. The suit has 
not come to trial. 


J. Russet, SMITH 
Wuarton Scnoot or FINANCE AND COMMERCE 








THE PREVENTION OF STOCK-WATERING BY PUBLIC- 
SERVICE CORPORATIONS 


Public opinion is being educated by experieace to a realization 
of the evil effects of leaving public-service corporations too much 
to their own devices. Flagrant and shameless attempts to water 
stock do not so easily escape detection as formerly. Yet there are 
subtle and elusive practices strongly suggesting stock-watering 
which may escape that scrutiny. It is the purpose of this paper 
to consider over-capitalization in some of its subtler phases, rather 
than in its grosser and more familiar forms. 

A public-service corporation is in its nature subject to stricter 
regulation than an ordinary commmercial monopoly. The attitude 
of our institutions permits the fullest freedom to all commercial 
enterprises and carefully avoids interference with their profits except 
for the purpose of checking practices in restraint of trade. Unless 
public rights are seriously invaded by interference with trade or 
by frauds on the investing public, it is to be expected that wide 
liberty will be allowed all ordinary commercial monopolies in the 
methods of conducting their finances. A public service corporation, 
on the other hand, is subject to stricter regulation than a “trust,” 
because it is a public servant, and as such has special responsibilities 
and obligations. If it is inefficient in discharging its duties it should 
be dealt with as drastically as any incompetent public official ; 
while if it is efficient it should be permitted every reasonable privilege 
and every legitimate opportunity which may lead to increased 
profits. The only way in which such increased profits may 
legitimately be earned is by an exceptional degree of skill in 
furnishing the public with superior service at minimum prices. 
If these general principles are borne in mind, many problems which 
have heretofore been confusing will become simplified. 

In Massachusetts, where the regulation of public utilities has 
reached a high standard, the advantages of limitation of capital 
are to some exent offset by the policy of sanctioning high dividends. 
Dividends of gas and street-railway companies in Massachusetts 
are much in excess of an equitable rate fair alike to the public and 
to the corporation. The average dividends of the six leading Boston 
companies involved in last year’s gas consolidation, for the year 


542 























PREVENTION OF STOCK-WATERING 543 


ending June 30, 1904, were 7.6 per cent. The average for the gas 
companies of the entire state is about 7 per cent., while street- 
railway dividends in the larger cities are in the neighborhood of 
7 and 8 per cent. It is easily shown that there is no justification 
for such high rates. The policy of monopoly has been uniformly 
acted upon by the Massachusetts Gas Commission, although the 
legislature has on a few occasions departed from it, and is estab- 
lished with such firmness as to minimize the risk of competition. 
In street railways, the tendency toward combination and monopoly 
has prevailed over that toward competition, so that the prosperity 
of a Massachusetts street railway,once established in a good field,is a 
foregone conclusion. While it is not denied that at one time there 
may have been a speculative risk in these enterprises, there has been 
no such risk for many years, except of course in the case of many 
such corporations located in rural or undeveloped territory. Capital 
could readily be secured at 4 and 5 per cent. in the open market on 
what would be considered a good investment. 

These remarks apply to the general situation throughout the 
country as well as to Massachusetts. Everywhere dividends are 
higher than in the case of private business corporations where the 
risks are correspondingly small. The policy of monopoly every- 
where prevails—or is coming to prevail—and franchises, at least 
during good behavior, are practically exclusive. Under such condi- 
tions, it is only in exceptional instances, as where the territory is 
undeveloped, that there is any risk to the capitalist. Ten years ago 
Mr. Edward E. Higgins, the well-known expert in street-railway 
matters, wrote that street-railway properties in the largest cities 
were “among the safest and most profitable in the entire range of 
capital investment.”? It is needless to add that the growing tend- 
ency toward centralization of recent years has had the effect of 
tendering them more rather than less safe. 

It is perhaps to be desired that the policy of a monopoly secure 
during good behavior be enacted into law, for were corporations 
thus secured against competition their capitalization on an invest- 
ment basis more advantageous to the public might be brought 
about. Were states to make monopoly legally binding, as Massa- 
chusetts has by its laws made it virtually binding, they might 
properly at the same time limit dividends to 4 and 5 per cent., 
except where it could be shown to the satisfaction of a state board 

‘E. E. Higgins, Street Railway Investments, p. 81. 
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that special risk would be assumed. Such a measure would be an 
important gain for the cause of reasonable prices for public utilities, 
Admittedly public opinion is not ripe for such a compulsory reduc- 
tion of dividends. At the same time dividends everywhere are 
much too high. They are, in fact, a survival of the régime of com- 
petition, with its great risks, and of the period of development, in 
which the profits likely to accrue from new forms of industry were 
very uncertain. Those risks and uncertainties have now in large 
measure disappeared, but the public still meekly submits to 
dividends of 8 and even 10 per cent. 

A policy which permits high dividends is in effect a sanction 
of undue profits. While fair compensation should be allowed the 
capital employed in a public-service corporation, the corporation 
should not be permitted to exploit the public like an ordinary 
industrial enterprise. In states where capitalization based on earn- 
ings, as in New York, New Jersey, Delaware, West Virginia, Illinois, 
and many other states, is tolerated, the evil of public exploitation 
frequently becomes flagitious, but in states like Massachusetts, and 
perhaps Connecticut and Nebraska, where capitalization based on 
assets is preferred, the excessive earnings are as truly there, though 
they may not be as effectually hidden and clandestinely swollen by 
watered stock. 

Far more important, however, than the limitation of dividends 
is the restriction of capitalization to legitimate proportions. The 
evil of over-capitalization is not secondary to that of mismanage- 
ment, but is perhaps more serious. An over-capitalized company is 
always a spoliator of the public, but a mismanaged one will seek 
from self-interest to remedy its mistakes, if it is denied by the state 
the privilege of doing whatever it pleases. The restriction of capital 
is entirely proper and is based on entirely different principles from 
those governing the relations between the state and private corpora- 
tions. It is made not in pursuance of a general policy relative to the 
finances of all forms of corporate enterprise, but simply in the 
interest of the public for the purpose of securing legitimate prices 
for public utilities, that is, prices based on capital actually requisite 
and on services actually rendered. The peculiar relation subsisting 
between public service corporations and municipalities renders such 
limitation of capital not an unjustifiable interference with business 
enterprise, but simply an application of the common statutory 
principle that in a matter involving the disposition of its own 
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franchises the public has the right to make a contract on such terms 
as it chooses, 

There are two commonly received theories as regards the proper 
capitalization of public-service corporations. The first of them per- 
mits capitalization based on earnings, and is accepted in many states 
in this country, and by public-service corporations in England to 
the extent at least of making the capitalization of the net profits of 
a gas company its legal value for the purpose of purchase.? In 
England the adoption of this theory for gas companies has not 
resulted, it would seem, either in vicious over-capitalization or in 
exorbitant charges to the public. The fact that it has not is to be 
attributed to the sliding-scale system and other checks on corporate 
avidity. It is to be presumed that a company limited to dividends 
of 4 per cent. when gas is sold at 3 s. 9 d.,and entitled to earn 5 per 
cent. only when the price is reduced to 2s. 11 d., like the London 
Gas Light & Coke Company,* will find no incentive to increase its 
capitalization to excessive proportions, for the effect of over-capitali- 
zation would be to lessen rather than increase the possibility of 
dividends of 5 per cent. or more. The net profits of such a com- 
pany, so long as it does not resort to illegitimate expedients of 
concealment of profits—and such expedients are perhaps unlikely to 
be crowned with any considerable success—will of course be mod- 
erate, and a capital based on such income will be moderate. Such 
a system of regulation undoubtedly has many strong points, and it 
can be profitably studied. The adoption of the sliding scale in 
this country will doubtless remedy many of the abuses of over- 
capitalization. 

In this country the principle of capitalization based on earnings 
has had an effect the very opposite of that in England. Its adop- 
tion has concealed from the public the results of cheapened pro- 
cesses of manufacture, and has disguised exorbitant profits which, 
if they had been known, would have given rise to public scandal. 
Prices have been swollen by extortionate dividend-charges, and the 
true financial status of the corporations. has been hidden from view. 
Whatever merits the system may have in England have been lost 
in the United States by the rejection of the sliding scale. More- 

? Walter S. Allen, “The Gas Supply and The Public,” Municipal Affairs, 
Vol. VI, p. 662, 1902. 


*For sliding schedules of the London gas companies see Annals of the 
American Academy of Political and Social Science, March, 1905, p. 124. 
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over, even in England, the system is perhaps not quite perfect, for 
it seems to be open to the objection that the adjustment of capitaliza- 
tion to actual value of plant is approximate only, and brought about 
by indirect means, and that the public can never know how accurate 
it is. The chief advantages of the plan of capitalization of net 
profits, under the restraint of a sliding scale for dividends, would 
seem to be secured, and its chief defects avoided, by capitalization 
on the basis of the value of the property of the corporation. 

The rule that the capital stock of a public-service corporation 
should stand in a close relation to its actual assets, if not explicitly 
stated by the Supreme Court of the United States, finds at least some 
indirect support from its decisions. The authority of this court is 
clearly on the side of the view that a public service corporation has 
no right to charge unreasonable prices which are large by reason 
of dividends on watered stock. Thus it was decided in Covington 
and Lexington Turnpike Road Co. v. Sandford, 164 U, S., 596, 
that “The public cannot properly be subjected to unreasonable rates 
in order simply that stockholders may earn dividends.” In Smyth 
v. Ames, 169 U. S., 544, the court ruled that “If a railroad corpora- 
tion has bonded its property for an amount that exceeds its fair 
value, or if its capitalization is largely fictitious, it may not impose 
upon the public the burden of such increased rates as may be 
required for the purpose of realizing profits upon such excessive 
valuation or fictitious capitalization.”” The trend of these decisions 
is obvious. 

Apart from the question of legal authority, however, there can 
be no doubt of the superiority of the assets-capitalization theory over 
that of capitalization of income. The determination of the value of 
assets, however, presents some difficulties. Professor Ripley names 
four methods of determination, based on original cost, cost of repro- 
duction, “structural value,” and market value.*| Which of these 
four methods is to be preferred is a question which we will not 
now discuss, confining our attention to the value-of-assets theory 
itself, which is far from being in every way satisfactory. 

A little reflection will show that the value-of-assets theory may 


. become a cloak for excessive capitalization. The assets of a public 


service corporation may consist of a large amount of property, in 

the form of real estate or superfluous equipment, which it does not 

require and which it holds partly, perhaps, with the hope of being 
*Z. R. Ripley, Trusts, Pools, and Corporations, p. 130. 
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more strongly fortified against competition; partly to serve as a 
convenient pretext for stock-watering. Such extra property may 
have been accumulated in a variety of ways. Commonly it is the 
result of appreciation in value of real estate, or has resulted from the 
accumulation of an excessive and needless surplus from profits. 
Usually a corporation will pay for improvements of its plant entirely 
from its earnings, instead of seeking funds for that purpose by 
converting into cash property which it no longer requires. The 
temptation to pursue this method is especially strong where the 
capital stock is not large and the earnings are great, and it becomes 
problematical in what way the profits are to be disposed of. Again, 
the accumulation of superfluous assets may have come about 
through a process of consolidation of two or more companies, as in 
the case of the recent Boston gas consolidation, where four disused 
gas plants with which the new corporation might well have dis- 
pensed, came into its hands. The wastes of competition, alike in 
gas and street railway companies, give rise to an excess of assets 
when two duplicating plants are merged which should not serve 
as the basis for an issue of capital stock. To permit the excess to 
be capitalized has precisely the same effect on the public as the 
issue of an equal amount of capital where there are no visible assets 
on which to base it. If in the former case the extra stock would not 
be called water as in the latter, it is equally true in both cases that 
dividends have to be met by the public on capital which is not 
necessary to the proper conduct of the affairs of the corporation, 
and that a convenient outlet is provided for profits which the public 
has the right to have applied to the reduction of prices. 

But the policy of treating the value of assets as the basis of 
capitalization may operate to the disadvantage of the corporation 
as well as of the public. Thus a writer objected to the Massachusetts 
law on the ground that it deprives gas companies of the capital 
necessary to prevent them from getting into a rut and to enable 
them to introduce modern methods that will bring about lower 
prices.© This criticism is not altogether fair, because the profits 
of companies are ordinarily large enough in Massachusetts to 
enable them to make fairly extensive improvements if they desire ; 
and one of the reasons why such improvements are not made is 
the avidity of the companies in maintaining excessive dividends 
on their capital stock. But it must be admitted that under the 
* See article by Charles G. Dawes, Saturday Evening Post, January 28, 1905. 
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policy of denial of needed capital for which there are no assets a 
gas company may be seriously hampered. A company which has 
practiced a rigid economy, yet has failed to cheapen gas manu- 
facture by introducing modern appliances, may desire to improve 
its plant. Or population may have increased to render advisable 
a considerable extension of the plant. Under such conditions, to 
deny the company an increase of capital on the theory that capital- 
ization should never exceed value of assets is to hamper efforts 
which have a praiseworthy object. While public-service corpora- 
tions should set aside a large amount of their income each year for 
depreciation and improvements, it is obviously unreasonable to 
suppose that all funds for extensions of plant and equipment should 
be secured in this manner. 

The adoption of the principle that capitalization should be based 
upon the amount of property reasonably necessary for the perform- 
ance of the public service in question would put an end to the evil of 
capitalized surplus, and would also grant all the capital legitimately 
required. This view that capital should be based, not on the property 
actually held, but on that required, may seem somewhat novel, but 
it is doubtless well justified. As a matter of fact, state boards have 
to act upon some such principle when they grant a petition for an 
increase of capital stock on the ground that it is reasonably necessary 
for the purpose for which it is sought. Such a principle is just 
both to the corporation and to the public. In the interest of the 
public, it is desirable that the corporation should not be permitted 
to earn profits disproportioned to the public service that it is render- 
ing, but that its profits should stand in a reasonable ratio to the 
volume of its business. Public policy therefore demands that public- 
service corporations be denied the privilege of earning profits upon 
property which could be dispensed with. The only way to do away 
with such profits is to prevent the capitalization of such property. 
Moreover, such capitalization being prevented, a company will find 
it less to its advantage to accumulate a surplus, and will more 
readily seek to apply every possible effort to maintain its plant and 
equipment at as high a grade of efficiency as possible, instead of 
suffering a large amount of superannuated fixtures and abandoned 
real estate to tie up funds that should be used for improvements 
needed to keep the property up-to-date. 

One has only to consider that a public-service corporation is 
entitled only to profits actually earned by the skill with which it 
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performs the service, to see that the capitalization of superfluous 
property has about it an element of stock-watering. There are, 
in fact, no legitimate earnings, apart from the question of legitimate 
assets, to justify such over-capitalization. What right has the com- 
pany to earn dividends on capital which is not employed in the 
service of the public?® It secures the income for such dividends 
simply by mulcting the public, and this income, even on the income- 
basis-of-capitalization theory, should not be allowed to serve as a 
pretext for a large capitalization, for it is wrung from the public 
simply by a process of extortion, and is by no means to be regarded 
in the same light as similar gains secured by a private monopoly. 
The private monopoly may be morally entitled to profits which, 
simply because it is a monopoly, swell to large proportions; but 
the pubic monopoly is not purely and simply a commercial organiza- 
tion, but a voluntary servant of the public accepting a public trust. 
As such, it cannot maintain needlessly high prices without incurring 
the reproach of ignoring its true function and neglecting the duty 
which it owes to the public. And if it is morally entitled to earn 
an income only on capital actually required, it is under a still greater 
obligation to refrain from capitalizing the property from which an 
unearned income is derived. 

Capitalization based on legitimate assets may seem to present 
some difficulties arising from the chance for a difference of opinion 
regarding what assets are legitimate and what are not. The way 
in which these difficulties can be overcome—and it is believed that 
they are not serious—cannot be discussed here, for it is the pur- 
pose of the present article to point out objectionable practices and to 
suggest objects at which remedies should be directed, rather than 
to describe the remedies themselves. The machinery of state regula- 
tion would require special treatment to be presented at all satisfac- 
torily. What systems of expert inspection and appraisal should be 
established, and on what basis value should be determined, should 
of course not be treated carelessly. As regards the latter question 
of determination of value, it will be sufficient to indicate in this 
place two or three rudimentary propositions. First of all, a cor- 
poration should not be made to suffer on account of fortuitous fluc- 
tuations in the market price of the materials from which its plant 

*For the late Dr. Charles B. Spahr’s opinions on the “extortion” praticed 


through street-railway fares “to pay interest on capital never lent to the public,” 
see The City of the People, by Frank Parsons, p. 216. 
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and equipment have been constructed. If a street railway has been 
constructed, for example, when steel rails cost $35 a ton, and years 
afterward, when the market price has fallen to $26 a ton, is threat- 
ened with a burdensome restriction of capital on account of the 
fall in market value of its structural materials, it is unjust to make 
the company suffer for that for which it is in no way responsible. 
If a company has permitted its equipment to get badly out of repair, 
that is of course an entirely different matter. While depreciation 
due to wear and tear should be deducted from the original invest- 
ment, depreciation due merely to fluctuation in price should never 
be. The second proposition is this: a valuation based on the present 
cost of reproduction fails to make allowance for depreciation, and 
sets up a false criterion of value in so far as it attributes the marked 
advantages of an entirely new plant to one which has the disad- 
vantages arising from many years of use. Even if the loss through 
depreciation has been made good by progressive improvements from 
earnings, it is obvious that the reduplication value of such an 
improved plant will be in excess of its structural value, for the 
reason that depreciation must be overlooked. Thirdly,a forced sale is 
of course no fair test of value, and the latter is less accurately 
determined by reference to market value than to those things upon 
which market value is based. These considerations which have 
been thus briefly presented may suggest the view which is presented 
as a plausible assumption rather than a verified statement, that the 
true criterion of value is original structural cost less depreciation. 
Such a view is somewhat loosely put, but may not be far from the 
true principle, which may perhaps require that the structural value 
of plant and-equipment—their adaptability for present use—be 
taken as the true basis. 

The last principle, of course, is by no means the one commonly 
acted upon. The cost-of-reduplication theory is, roughly speaking, 
the one usually accepted by the courts. The adoption of the view, 
however, tends to bring about over-capitalization. For this mode 
of appraisal is open to the objection that in many instances it per- 
mits the issue of a much larger capital than the structural value of 
the property, were capitalization to be based upon that, would 
justify. 

Assuming, then, that capitalization is to be based upon structural 
value, we are driven to the conclusion that it must be upon struc- 
tural value only of the property necessary for the purposes in which 
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the corporation is employed. This being the case, every attempt 
to secure a larger capital must be looked upon as pernicious. But 
if capital is to be thus adjusted to necessary assets, a system of 
effective state control is required by which capitalization can be 
either increased or diminished as the judgment of an expert 
administrative board may determine. 

The proper mechanism which should be adopted for such control 
is a topic beyond the province of the present discussion. In general, 
however, it may be pointed out that an increase of capital should 
be granted when shown to be reasonably necessary for an expendi- 
ture for construction which the corporation cannot justly be asked 
to meet from its earnings. Before granting such an increase, 
however, it should be ascertained whether the corporation has 
unused property on its hands which can be dispensed with and 
converted into cash, and if so, the estimated proceeds of such 
property should be deducted from the increase of capital. 

Any effectual system of control should provide, however, for 
reductions of capital as well as increases. When there is reason to 
suppose that capitalization is excessive, the state should carefully 
examine the affairs of the corporation, calling upon it, if necessary, 
to produce its books, and should, if it believes the situation warrants 
such a procedure, notify the corporation to call in a certain amount 
of stock within a reasonable time. If the company should not 
comply, there is a remedy which is certain to prove efficacious. If 
a company is over-capitalized it is in a position in which it is ill 
fitted to resist the competition of a rival company with a reasonable 
capitalization, for the rival can maintain lower prices on an equal 
margin of profit. A corporation, therefore, may be brought to 
terms by threatening it with a withdrawal of the privilege of 
monopoly, which should be allowed it only during good behavior. 
If it is obstinate, it is for the interest of the public to permit a rival 
to enter the field. To avoid, however, the wastes of competition, 
it is desirable that the rival be given the right to purchase on behalf 
of the state, by eminent domain, such of the properties of the older 
corporation as it may wish to secure. There can be no doubt that 
such a device, by which with the permission of officers of the state 
such new companies could be organized under general laws to buy 
out and wind up old companies unmindful of their public duties, 
would operate as a strong deterrent to prevent the over-capitaliza- 
tion of public-service corporations. Such drastic action need 
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involve no impairment of contract on the part of the state, for the 
latter in its grants of corporate powers may make such reservations 
as it feels to be required for the public interest. 

The writer believes that a practical remedy for the evils of stock- 
watering is to be found in the passage by the states of general 
legislation applying specifically to public-service corporations and 
defining accurately their privileges and obligations, as contradis- 
tinguished from those of private-business corporations. Such 
legislation would tend in large measure to correct the common mis- 
conceptions by which the radical differences between the two classes 
of enterprise are obscured. It would also set before the officers of 
the state a clearly defined, comprehensible statement of policy to 
serve as their basis for quasi-judicial determinations of proper 
capitalization and dividends, fair prices, and what not. The serious 
trouble now is that even under progressive policy such officers are 
left too much to solve these vital problems in accordance with any 
passing whim. But so soon as the more progressive of our American 
commonwealths can muster up courage to defy the powerful cor- 
porations and pass the legislation which the people, if time is given 
them, will come to support with enthusiasm, the solution of a for- 
midable municipal problem will be in sight. The vital need of the 
hour is more than anything else a scientifically defined policy on 
the part of the state in the matter of capitalization of these particular 
corporations, and self-respecting legislators of ability and character 
can safely count on popular support in their attempt to secure the 
adoption of some settled programme. 

ArTHUR W. SPENCER 


BROOKLINE, Mass. 























MUNICIPAL OWNERSHIP IN GERMANY 
PART I. THE STREET RAILWAY 

In all of the more essential matters the experience of Germany 
with the twofold policy of municipal ownership and severe restric- 
tions upon public-service companies has been a repetition of the 
experience of Great Britain. The spirit of municipal ownership 
in Germany, as in Great Brtain, has made the public more intent 
upon imposing all kinds of restrictions upon the public-service 
companies than upon the securing of services that shall be efficient, 
abundant, and reasonable in price. In the case of the horse rail- 
way it led to an exaggerated apprehension of inconvenience and 
danger to foot passengers and vehicles.’ Scarcely had that appre- 
hension been allayed when the desire to pre-empt the field, or to 
reserve it for future municipal activity, again increased the diffi- 
culty of obtaining charters.” In the case of the electric streeet rail- 
way, the spirit of municipal ownership enabled those who opposed 
the overhead wire from esthetic desires to become an important 
factor in the forces that compelled the firm of Siemens & Halske 
to discontinue their efforts to perfect the electric street railway.® 
“Born in Germany,” to use a common German expression, the 
electric street railway had to “emigrate” to the United States, 
subsequently to return to the place of its birth as an industry 
“ready-made.” In the case of the horse railway, the electric street 
railway, and the electric light, the spirit of municipal ownership 
has put into public-service company charters such onerous restric- 
tions upon profits that the development of each one of those 
public-service industries has been either temporarily or perma- 
nently retarded. Finally, in Germany as in Great Britain, the 
spirit of municipal ownership has acted always and solely as a 
check upon industrial progress; it has ‘contributed nothing either 
to the establishment of new industries or to the advancement of 
industries already established. 


*K. Hilse, Verstadtlichung der Strassenbahnen, p. 6. 
? Ibid. 


* Elektrotechnische Zeitschrift, August 23, 1894, p. 468: Siemens & Halske 
trade review of 1893. 
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The establishment of the gas-lighting industry in Germany 
was the work exclusively of private individuals, notably of Messrs. 
Unruh, W. and Ph. O. Oechselhauser, L. A. Riedinger, W. 
Nolte, and Th. Weigel.* 


Toward the establishment of the horse railway the munici- 
palities contributed nothing whatever. In 1889 sixy-two German 
cities had street railways. Only four street railways had been 
built by cities; two of them had been sold at a loss shortly after 
building, and a third had been leased to a company, for the protec- 
tion of the city treasury.® 


In the field of electric street-railway building one finds the 
same record of failure. At the beginning of 1903 there were in 
Germany 1875 route-miles of electric street railway. Thereof 
only 309 route-miles had been built by cities.® 


In the field of electric lighting municipal ownership shows the 
same record of failure. Even for some years after the electric- 
lighting industry was being introduced into Germany by private 
initiative, as an industry that had been “ready-made” in the 
United States, the German cities would not touch it, with some 
minor exceptions, such as Metz.” 

There is but one exception to the record of municipal failure 
in the field of initiating new industries; and that exception is in 
the field of public water supply. With few exceptions, the water- 
works of Germany have been built by the cities and towns. In 
this field the cities showed power of initiative, because the power 
to compel every householder to become a customer removed the 
possibility of financial loss* 

The condition upon which charters shall be granted is left 
to the discretion of the cities ; there is no law covering the subject. 

*C. Hoeffner, in Die deutschen Stidte, geschildert nach den Ergebnissen der 
ersten deutschen Stadteausstellung zu Dresden in 1903, p. 199. 

°K. Hilse, op. cit., pp. 15, 16, and 60. 


°H. Grossman, Die kommunale Bedeutung des Strassenbahnwesens, p. 279; 
and Dr. Wiefeldt, in Die deutschen Stédte, p. 183. 


™Dr. Wiefeldt, Joc. cit. 


8 Tbid. 
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A common condition, in the case of street railways, is that the 
roadbed shall pass to the city, free of cost, after the lapse of, say, 
forty or fifty years. Rather commonly is added a franchise tax, 
which sometimes consists of a fixed annual sum per mile of track. 
at other times of a certain percentage of either the gross or net 
receipts. The taxes levied upon the street-railway companies for 
keeping in repair and cleaning the streets invariably are out of 
proportion to the use which the companies make of the streets. 
Sometimes the companies are compelled to purchase their current 
from the municipal-light plant. Frequently the companies are 
compelled to carry free of cost certain city employees. Occasion- 
ally one finds a city whose main purpose it is to promote the 
building of street railways; but in the vast majority of cases the 
cities aim to make money by the sale of their franchises, rather 
than to secure to the public the benefit of street-railway services 
that shall be efficient, abundant, and reasonable in price.® 


The effect of the foregoing policy has been to restrict street- 
railway building, first in the era of horse railway and subse- 
quently in the era of city electric street railways. The era of 
electric suburban railways and of interurban railways scarcely has 
dawned in Germany. 


Had Germany, in proportion to its population living in cities of 
upward of 50,000 people, been as well supplied with horse street 
railways in the year 1890 as the United States had been thus sup- 
plied in the year 1880, it would have had 1,430 route-miles of 
horse street railway in its forty-seven cities with a population of 
upward of 50,000 people.2° As a matter of fact, it had less than 


°K. Hilse, op. cit., p. 44, 24, 63, and 64; A. Liebmann, in Jilustrierte Zeit- 
schrift fiir Klein- und Strassenbahnen, January 16, 1903; and Mr. Vellguth, ibid., 
January 1, 1901. 

United States Census, 1890: “Transportation by Land’ Part I. 
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850 route-miles of horse street railway, distributed among some 
sixty-five cities.'1 Had those German cities which in 1890 had 
upward of 50,000 inhabitants been as well supplied with street 
railways in 1890 as were the corresponding American cities they 
would have had a total of 1990 route-miles of street railway. 
The foregoing comparisons between the street-railway facilities 
of the United States and Germany leave out of account the fact 
that there were in the United States, in cities of less than 50,000 
people, 466 miles of street railway in 1880, and 2,578 miles in 
1890. They are, therefore, unduly favorable to Germany. 


In 1879, in the grounds of the Berlin Industrial Expcsition, 
Messrs. Siemens & Halske installed and operated the first electric 
railway. Upon the strength of the success achieved, Messrs. 
Siemens & Halske in 1880 and the subsequent years repeatedly 
applied for permission to erect and operate electric elevated rail- 
ways in Berlin. All of the requests were rejected by the public 
authorities. In 1882 Messrs. Siemens & Halske built an experi- 
mental overhead-wire electric railway from Charlottenburg to 
the Spandauer Bock. The current was taken from the overhead 
wire by means of a small so-called contact-wagon, which ran 
along the wire. In 1884 and 1883, respectively, they built from 
Frankfort on the Main to Offenbach, and in the northern part of 
Ireland, from Portrush to Bush Mills, two electric railways which 
remained in operation as built for upward of ten years. For car- 
rying the current those railways made use of a rail attached to 
posts erected alongside of the railway track.1* In 1899 Messrs. 
Siemens & Halske built the Budapest underground electric rail- 
way. Ultimately they invented a stirrup or loop, which is in use 
today upon several electric street railways in Germany, in com- 
petition with the “trolley wheel,” an American invention.'* 
These facts justify the statement that Messrs. Siemens & Halske 
would have achieved the electric street railway, had they been 
properly encouraged by the German public authorities. But the 


"K. Hilse, op. cit., p. 15. 


% Illustrierte Zeitschrift fiir Klein- und Strassenbahnen, June 15, 1904. 


8 Eisenbahntechnische Zeitschrift, January 18, 1905. 
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public opposition to the overhead wire, and the great difficulty of 
raising capital for venturesome enterprises under the burdensome 
and comparatively short-lived German franchises, defeated 
Messrs Siemens & Halske’s efforts..4 After the death of Mr. 
Werner von Siemens, the experiment of the electric railway was 
abandoned completely in Germany. The work was taken up in 
the United States, and in 1890, the “trolley” electric street rail- 
way was introduced into Germany as an industry “ready-made.” 
For a number of years after 1890 the electric street railway in 
Germany, in almost all of its details, continued to be patterned 
after American models.?® 


In the years 1891 to 1893 the electric street railway made 
little progress in Germany. The terms upon which franchises 
could be had were such that it was practically impossible to raise 
money for a venture of uncertain financial outcome. By the year 
1893, however, the experience of the United States as to the 
financial results of trolley lines was sufficiently conclusive to per- 
suade leading German financiers to establish trolley lines on a 
moderate scale in Germany. From 1896 to 1900 construction was 
fairly rapid; but since 1901 it has been rather moderate.’® In the 
German technical street-railway journals one occasionally finds 
the statement that at present there is little further scope for 
electric street-railway building, since practically all of the cities 
with more than 40,000 inhabitants have been supplied wth street 


* Compare Elektrotechnische Zeitschrift, August 23, 1894, p. 468. 


% Illustrierte Zeitschrift fiir Klein- und Strassenbahnen, November 16, 1903, 
p. 1067; Elektrotechnische Zeitschrift, June 6, 1905, Dr. R. Haas; G. Schimpff, 
Die Strassenbahnen in den Vereinigten Staaten, in the preface; and Zeitschrift 
fiir Kleinbahnen, 1900, p. 113, Mr. L. Baumgardt. 


% Elektrotechnische Zeitschrift, February 7, 1901, and July 13, 1905. 
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railways!'7 The attitude of the mind that prompts such state- 
ments shows how the spirit of adventure has been impaired by 
onerous and short-lived franchises. 


In October, 1904, there were in Germany 144 cities and dis- 
tricts that had street railways. In other words, there was a street 
railway in very nearly each one of the seventy-one cities that had 
50,000, or more, inhabitants; a street railway in about 40 to 45 
per cent. of the cities having between 20,000 and 50,000 inhabi- 
tants; and occasionally there was to be found a street railway in 
a city of less than 20,000 inhabitants.'* The reader will recall 
that in the United States, in 1902, every city of 15,000 and more 
inhabitants had a street railway; that 76 per cent. of the places of 
9,000 to 10,000 inhabitants had street railways, and that 41 per 
cent. of the places of 4,000 to 5,000 inhabitants had street rail- 
ways.’® In other words, in the United States, in 1902, places of 
4,000 to 5,000 people were about as well supplied with street 
railways as were places of 20,000 to 50,000 people in Germany 
in 1904. 


In 1902, in not less than 95 per cent. of the cities of the 
United States having 50,000 or more inhabitants, the proportion 
borne by the street-railway track-mileage to the population ranged 
from one mile of track for each 700 people to one mile of track 
for each 1,800 people. In Germany, on the other hand, in 1903-4, 
in not less than 84 per cent. of the cities of 50,000 and more 
inhabitants the proportion in question was one mile of track for 


" Blektrotechnische Zeitschrift, June 29, 1905, Dr. R. Haas; Iilustrierte 
Zeitschrift fiir Klein- und Strassenbahnen, January 16, 1903. 


8 Census of 1900. 
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each 4,000 to 13,000 people.2® In other words, judged by 
American standards, the Germans scarcely have begun to use the 
street railway for the purpose of decentralizing, or “suburban- 
izing,” the people of the larger cities. This matter is the more 
serious, since in the German cities of 200,000 or more inhabitants 
the average density of population most commonly ranges from 22 
persons per acre to 40 persons; whereas in the United States, in 
cities of corresponding size, the average density of population 
most commonly ranges from 12 persons per acre to 22 persons.”? 
Berlin, with its immediate suburbs, has an aggregate population 
of 2,600,000 people. The average density of population is 75 
persons per acre; the street-railway track-mileage is one mile of 
track for each 5,600 people. Greater New York has an average 
density of population of 18 persons per acre; and one mile of 
surface street-railway track for each 3,500 people. 

*® Twelfth Census of the United States, 1900, Vol. 1; Census Bulletin, No. 7, 
1904; Census Bulletin, No. 3, 1903; Elektrotechhnische Zeitschrift, July 13, 1905; 
Eisenbahntechnische Zeitschrift, May 17, 1905; Statistisches Jahrbuch deutscher 
Stadte, 1902; and Ilustrierte Zeitschrift fiir Klein- und Strassenbahnen, January 
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The city residents of Germany labor not only under the disad- 
vantage of restricted street-railway facilities, but also, in many 
instances, under the further disadvantage of having to pay fares 
that are graded according to distance. Some years ago a number 
of street-railway companies adopted the uniform fare of 2.5 cents 
(ten pfennige) ; but a goodly proportion of them have returned 
to the system of graded fares. The preponderance of opinion in 
Germany at present appears to be that the uniform fare of 2.5 
cents is unprofitable to the street-railway company—in other 
words, gives the public too much for its money. Among the 
companies that have abandoned the uniform fare, after trial, are 
the companies operating in Frankfort on the Main, Munich, 
Mannheim, Elberfeld—Barmen, and Miihlheim on the Rhine. The 
municipal tramways of Diisseldorf?? also have abandoned 
the uniform fare.2* The Berlin surface street railway is 
under a contract with the city to charge a uniform fare 
of 2.5 cents, but it is said that the company will build into the 
suburbs only upon a guarantee of certain earnings, this guarantee 
being given by the suburban local governing bodies.?4 The Berlin 
Elevated Railway charges a graded fare and its receipts per 
passenger carried average 3.1.7° 

The city of Cologne®® recently acquired the street railways 
and, after operating them a while, raised the charges for long- 
distance rides. The charges originally were 2.5 cents for dis- 
tances up to 1.5 miles, and 3.75 cents for the maximum distance, 
6.9 miles. The present charges are: 2.5 cents for 1.9 miles, 3.75 


* Zeitung des Vereins deutscher Eisenbahn-Verwaltungen, February 13 and 
June 22, 1904; and Eisenbahntechnische Zeitschrift, June 7, 1905. 
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cents for 3.75 miles, 5 cents for 5.63 miles, and 6.25 cents for 
distances over 5.63 miles.?7 


The city of Diisseldorf acquired the street railways in 1900 
and, after operating them at a loss, substituted for the uniform 
fare the following charges: 2.5 cents for 2.44 miles, and 3.75 
cents for 4.25 miles. After increasing the track-mileage, the city, 
in 1904, adopted the following scheme of charges: 2.5 cents for 
1.56 miles, 3.75 cents for 3.19 miles, 5 cents for 4 miles, 6.25 cents 
for 4.75 miles, 7.5 cents for 6.38 miles, 8.75 cents for 7.19 miles, 
and 10 cents for 7.94 miles. It provided, however, that the 
charges from any point within the city to any point without the 
city should not exceed 3.75 cents.?® 


One reason for the numerous failures of the uniform charge 
of 2.5 cents probably was that the companies and municipalities 
frequently gave special reductions to working-men and school 
children traveling at certain hours of the day, as well 
as to persons who bought season tickets. Another reason probably 
is that a uniform fare of 2.5 cents does not afford on the short- 
distance travel, adequate margin of profit, to cover the losses 
which must be incurred on the suburban lines until such time as 
the people shall have moved into the suburbs in sufficient num- 
bers to make the suburban lines self-supporting. Ultimately 
suburban lines become feeders; but for the first years they are a 
drain. In Germany it is taking longer to teach the people to move 
into the suburbs than it took in the United States. One important 
reason for that difference between the two countries in question is 
that in the United States the horse-car line had begun the work of 
teaching the people to move to the suburbs, whereas in Germany 
the horse car had never developed beyond the point of being a 
means of communication between points within the city proper. 


No doubt street-railway building would receive a considerable 
impetus in Germany if it should become possible to introduce a 
uniform rate of 3.75 cents. But the latter sum is beyond the 


* Eisenbahntechnische Zeitschrift, June 7, 1905. 


* Zeitschift fiir Transportwesen und Strassenbau, September 10, 1904; and 
Zeitung des Vereins deutscher Eisenbahn-Verwaltungen, June 22, 1904. 
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means, or, at any rate, beyond the spending habits of the bulk 
of the German city-dwellers. Even a uniform rate of 3 cents 
might make possible a fairly rapid extension of the street-railway 
mileage. But there is no 3-cent coin; and that lack is felt to be 
an insuperable obstacle to the uniform 3-cent fare, as the public 
does not like to carry copper coins. Under the circumstances 
the graded fare is the alternative to the uniform 2.5-cent fare. 


On the other hand, all experience teaches that, under the sys- 
tem of graded fares, the long-distance ride becomes too expensive 
for the daily use of the bulk of even the so-called middle classes. 
Decentralization of the population on a large scale can be achieved 
only under the system of a uniform fare adapted to the purse and 
the spending habits of the great mass of the people. For Ger- 
many that fare is 2.5 cents. If, therefore, the German municipal 
authorities were possessed of that wisdom and public spirit which 
so many of us are inclined to attribute to the public authority, be it 
state or municipal, those German municipal authorities long since 
would have abandoned the practice of treating street-railway 
companies as persons peculiarly fit for taxation. They would 
long since have gone over to the practice of taxing street railways 
as lightly as possible They would also have given long-life 
franchises, free from the burdensome provision that at the 
expiration of the franchise the roadbed should pass to the city, 
free of cost. Under a liberal and enlightened policy of that kind, 
German investors and captains of industry would provide 
abundant capital willing to embark in street-railway ventures 
which for a number of years must of necessity be ventures yield- 
ing an inadequate return. The prospect of a large ultimate reward, 
which shall be one’s own, and shall not go to the pubic authority 
or be shared with it, calls forth as much of the spirit of adventure 
—or of gambling, if you please—in Germany as it does in the 
United States. Witness the millions upon millions of German 
capital that were poured into the United States railways in the 
years following 1870; witness the millions that ever since have 
been poured freely into venturesome enterprises in almost all parts 
of the world. 
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PART I]. ELECTRIC LIGHTING 


Mr. H. Rathenau, who subsequently founded the German 
General Electric Company, introduced the electric light into Ger- 
many shortly after the Paris Electric Exposition of 1881. There 
co-operated with him the bank of Jacob Landau in Berlin, the 
bank of Gebriider Sulzbach in Frankfort on the Main, and 
the Nationalbank fiir Deutschland in Berlin. Those persons 
formed a so-called “study company,” for the purpose of testing 
the practicability of the electric light. They established the first 
trial plant in the printing establishment of Mr. W. Buexenstein. 
In May, 1883, they organized the German Edison Company, with 
a capital of $1,250,000, to supply cities with electric light.?® 

The first charter obtained by the German Edison Company 
granted rights for Berlin. The terms were: no monopoly rights; 
the city to receive 10 per cent. of the gross receipts, as well as 
25 per cent. of the net receipts in excess of 6 per cent. on the 
capital investment; the company to set aside annually 2 per cent. 
of its gross revenue, until it should have established a renewal 
fund of 20 per cent. Should the city exercise its power to pur- 
chase the company’s plant, the aforesaid renewal fund was to pass 
to the city without compensation to the company. The city was 
to have the right to purchase at any time after the lapse of ten 
years, on the payment of the “structural value” of the plant, plus 
an allowance of 50 per cent. if the company had been operating 
its plant for fifteen years. For each year by which the company 
had failed to be in operation a total of fifteen years, the 50 per 
cent. allowance was to be increased by 3.33 per cent. Contrari- 
wise, for each year that the company should have been in opera- 
tion in excess of fifteen years the 50 per cent. allowance was to be 
reduced by 3.75 per cent.; so that the city had the right to pur- 
chase at “structural value’’ at the expiration of twenty-eight 
years.*” If one take into consideration the fact that the city would 
acquire free of cost the 20 per cent. renewal fund, the city had the 
right to purchase at structural value at the end of twenty-three 
years. The terms of the charter were burdensome, and necessarily 


*H. Lux, Die dffentliche Beleuchtung von Berlin, p. 177. Mr. Lux issues 
the Zeitschrift fiir Beleuchtungswesen. 


* H. Lux op. cit., p. 345. 
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compelled the company to restrict its operations to the most profit- 
able parts of the city. Though the company began operations 
in 1885, it was at the close of 1896-97 not yet supplying current 
in the principal manufacturing districts of Berlin.*4 

The franchise granted by the city of Berlin was fairly typical 
of German electric-lighting franchises, which generally are short- 
lived, often lapsing at the end of ten or fifteen years, call for con- 
siderable annual payments to the city, and reserve the right of the 
city to purchase the company’s plant or to instal a municipal 
plant.** 

As in the case of the street-railway industry, so in the case of 
the electric-lighting industry, the result of the policy of granting 
only franchises full of burdensome provisions was to exclude Ger- 
many from all participation in the work of establishing the indus- 
try of the electric lighting of cities by means of central electric 
stations. In December, 1888, there were in operation in Germany 
only fifteen central electric stations,** as against 574 in the United 
States.** As late as 1896-97 there were in Germany only a little 
upward of 300 central electric stations; and those stations still 
confined themselves largely to the central portions of the cities, 
though the manufacturing establishments were largely located in 
the outlying portions of the cities. Even the resident sections of 
the very wealthy were, in some cities, entirely without the electric 
light in 1896-97." 

When Messrs. Rathenau and associates concluded to introduce 
the electric light in Germany, that country was very well supplied 
with gas plants. In 1885 about 75 per cent. of the German 
cities with a population of 5,000 to 20,000 were supplied with gas 
plants.*® At that time the electric light was commonly deemed 
“the light of luxury,” which wouid find it difficult to compete with 
the gas light. There was also much doubt as to the distance 


* H. Lux, Gas- und Elektrizitatswerke in Deutschland, pp. 71, 81. 

% Elektrotechnische Zeitschrift, July, 1888, Heft 13, p. 328, Mr. O. v. Miller. 
8 Tbid., September 16, 1901. 

“H.R. Meyer, Municipal Ownership in Great Britain, p. 261. 

% H. Lux, Gas- und Elektrizitétswerke in Deutschland, pp, 81, 85. 

% Ibid., pp. vc, F, and E. 
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that the electric current could be transmitted without such loss of 
current as would prove commercially prohibitive. These appre- 
hensions were not allayed by the burdensome clauses commonly 
inserted in electric-lighting charters. 

In 1891, at the Frankfort Electrical Exhibition, the Allge- 
meine Elektrizitaétsgesellschaft drove the machinery in the factory 
of Mr. Oerlikon by means of power furnished by current trans- 
mitted over a long distance. That achievement made promoters 
and capitalists take much more kindly to investments in central 
electric stations. It came to be believed that stations supplying 
current for power as well as for light would be able to take up 
the competition with the gas plants.** In 1892-93 German pro- 
moters and capitalists took up seriously the building of central 
electric stations.** 

In September, 1906, there were in operation, in process of 
construction, and under consideration, 1,344 central electrical sta- 
tions. On that date were entirely without central electric stations, 
or the immediate prospect of such stations, 32 per cent. of the 
cities ranging in population from 20,000 people to 49,999; 62 
per cent. of the towns and cities ranging from 5,000 people to 
19,999; and 59 per cent. of the places ranging from 2,000 to 
4,999.°° 

In 1902 there were in the United States enough central electric 
stations to give one such station to each one of go per cent. of the 
places of 5,000 and less than 25,000 people, as well as one station 
each to 75 per cent. of the places ranging in population from 
1,000 persons to 5,000.*° 


In the period from 1881 to 1891, while Germany was doing 
practically nothing in the field of electric lighting in which one 
had to have a municipal franchise, it was exceedingly active in 
the field in which one could operate under complete freedom from 


* Ibid., p. 2. 


_ “Elektrotechnische Zeitschrift, January 12, and July 20, 1905, and subsequent 
issues ; and Die deutschen Stidte, p. 240, Professor W. Kubler. 


* Elektrotechnische Zeitschrift, Heft 42, 1906. 
“H. R. Meyer, Municipal Ownership in Great Britian, p. 261. 
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municipal intervention or municipal consent. In November, 1888, 
Mr. Werner von Siemens was able to state, in an address de- 
livered upon the occasion of the annual convention of German 
electrical engineers, that the electric light was in all but universal 
use in certain branches of manufacturing, notably the weaving 
and spinning industries. He added that in certain branches of 
industry practically every new plant was being equipped for elec- 
tric lighting.*' In 1894-95 there were in operation, in 517 cities 
and places, upward of 4,776 private electric light plants, many of 
them being so-called block stations. In each one of those 517 
cities and places gas light was available.*? 


The problem of applying electricity to the uses of man was 
taken up in Germany under conditions that were ideal, so far as 
the successful and rapid solution of that problem depended upon 
the presence of men of unsurpassed mechanical genius, of men of 
great power of organization, and of men ready to stake vast sums 
of money upon the outcome of the venture. As a mechanical and 
electrical engineer Mr. Werner von Siemens was unsurpassed in 
his lifetime. A few years ago Harvard University conferred an 
honorary degree upon Mr. Steinmetz, of the American General 
Electric Company. President Eliot upon that occasion denomi- 
nated Mr. Steinmetz the first electrical engineer of America, “and 
therefore of the world.” Mr. Steinmetz had been born and edu- 
cated in Germany, and had come to the United States after he had 
grown to manhood. Mr. Rathenau, who introduced the electric 
light into Germany, subsequently became the founder and man- 
aging director of the German General Electric Company. In 
1904 that concern had a capital of $28,500,000 and a reserve fund 
of $8,000,000, and was employing 27,500 persons.** In 1900 
there were several electric companies employing 10,000 men each, 
and controlling a capital of $25,000,000 to $40,000,000 each. 

From the beginning there was the closest co-operation between 
engineer, organizer, and banker. The firms which began as 


“ Elektrotechnische Zeitschrift, Heft 21, 1888. 
“ H. Lux, Gas- und Elektrizititswerke in Deutschland, pp. 8, 9. 


* Eisenbahtechnische Zeitschrift, January 18, 1904. 
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manufacturers of electrical machinery and apparatus quickly 
developed into builders and operators of central electric stations 
and electric street railways. As the public at large would not go 
into the latter ventures, the manufacturers of machinery had to 
educate the general public to have confidence in the new indus- 
tries. They built central electric stations and street railways with 
their own capital, or with the capital of offshoot companies; and 
after g'ving those enterprises established records as dividend-pay- 
ing companies, they sold them, or an interest in them, to the 
general public. Thus the German General Electric Company in 
1903-4 was interested to the extent of $17,000,000 in central 
electric stations, electric street railways,and other ventures.** In 
the period from 1884 to 1900, under the leadership of the Siemens 
& Halske companies, General Electric companies, Schuckert com- 
panies, Union companies, Helios companies, Lahnmeyer com- 
panies, and Kummer companies, the German people were induced 
to invest some $500,000,000 in the various so-called electrical 
industries. The greater part of that investment was made in 
1892 to 1900. 


The public policy of granting charters or franchises on burden- 
some terms only, prevented German engineers and captains of 
industry from engaging in the building of central electric stations 
and electric street railways, until the American engineers and 
captains of industry had carried those industries through the ten- 
tative and wholly speculative stage to the stage of industries that 
were “ready-made.” But in the field where one could operate 
without a franchise—that is, where unwise public opinion had 
created no artificial check upon German enterprise—the German 
engineers and captains of industry immediately took their proper 
place alongside of their American contemporaries In that field 
they proved themselves possessed of inventive genius, power of 
initiation, and power of organization that were in no way inferior 
to the corresponding powers of their American contemporares. 

Huco R. Meyer. 

DENVER 


“ Ibid. 








NOTES 


HISTORICAL METHOD VS. HISTORICAL NARRATIVE 


It is almost an axiom nowadays that “the present can be under- 
stood only with reference to the past.” The general acceptance of this 
phrase is supposed to mark the triumph of the historical spirit and 
correlatively of the historical method. If this were true it would 
mean undoubtedly a great scientific advance. But to what extent 
is it true? Is there ground for the belief that the historical spirit 
and method, scientifically speaking, are comprehended by any 
large proportion of contemporary scholars and teachers? Are not 
the most evident results of the apparent dominance of the new ideal, 
at least in economics and closely allied disciplines, a great deal of 
misdirected and barren historical reading, and much indiscriminate 
indulgence in mere historical narrative ? 

As things go now, if a general theory of economics is to be 
exploited, it must be preceded by chapters on the development of 
English industry from the middle ages ; if the discussion is one con- 
cerning capital and its uses, it must begin with an erudite considera- 
tion of the etymological development of terms; if a class is to be set 
to study contemporary municipal problems, it must first be made to 
drag slowly through the history of European municipalities; if a 
student undertakes to treat critically or constructively a bit of cur- 
rent theory he is likely to be regarded as unscientific and unscholarly 
if he fails first to read and summarize in a “historical part” all that 
has been written on the subject before. In fact historical narrative, 
masquerading as historical method, has become a fad. The truly 
scientific historical method is exemplified only here and there in the 
work of a few thoughtful scholars and teachers, and counts 
for little because its real character and significance are rarely 
comprehended. 

It is difficult to realize just what the authors and advocates of 
this sort of preliminary historical narrative and study expect it to 
accomplish. The well-meaning but vague phrases with which they 
introduce it certainly do not enlighten us. Apparently they think 
and act in obedience, more or less conscious, to the modern scientific 
imperative which demands that things, as they are found, be 
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explained in terms of genesis and process. But, when one faces the 
question, how can these narratives contribute to any such explana- 
tion in any specific case? The historical narrative is “introductory ;” 
it precedes the statement of any situation to be explained; its facts 
are neither selected nor arranged with reference to any specific 
problem. Apparently there is a vague idea that the “historical set- 
ting” is in some way endowed with the power both to evoke and to 
solve problems still unstated ; and certainly no other supposition, in 
these days of multiplied interests, would justify the attempt to get 
at the meaning of any definite problem by first filling the mind with 
a mass of information, relevant and irrelevant, indistinguishably 
intermixed. The fact is that there is a vast difference between the 
historical method of science and this common, indiscrimnate, 
historical narrative and study which is a travesty of it. 

To understand the historical method and to make _ use 
of it in scientific work or in teaching we must first realize just 
what is the end of scientific investigation and how it is that an appeal 
to history can aid us in attaining this end. We are prone to think of 
scientific knowledge as an end in itself—to speak of the scientific 
spirit as simply a desire to know—to understand the existing situa- 
tion—but is it not true that in reality all scientific investigation is un- 
dertaken in furtherance of some definite, vital, human interest? We 
wish to control the forces at hand so as to better realize some human 
purpose, therefore we seek to comprehend the existing situation from 
the standpoint of the purpose or interest in question. The scientific 
interest is therefore not merely academic but is in a sense practical— 
practical in the sense that it is an interest in understanding for the 
sake of the life of society or the individual. It follows that all 
scientific investigation is bound to be highly selective. We do not 
seek to understand the existing situation as a whole—that would be 
impossible—but we seek to understand the present in its relation to 
the interest at stake, the problem in hand. With this end in view 
we go as scientists to the past—to history—not to endeavor to 
“reconstruct the past,” but for light on the practical problem before 
us. We go to the past in our scientific social studies because we 
recognize the fact that just as living individuals are not altogether 
what we see them to be in immediate thonght and action, but are 
also bundles of suppressed and latent motives, propensities, and 
potentialities inherited, suine of them, from a remote past, so social 
institutions are not merely what they can be shown to be by study of 
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their present structure and functioning, but are also what they are 
actually or potentially in process of becoming as the result of the 
operation of forces past as well as present. Hence it is, in a sense, 
true, that the present can be understood only with reference to its 
past. 

The elements of the historical method, as applied to social science, 
ought to follow as a series of simple corollaries, from what has been 
said. The purpose of this method is evidently to further the solu- 
tion of a definite problem though helping to explain a present situa- 
tion—either the actual or some definite past institutional situation 
which is assumed for the purposes of study to be present. The 
problem presented is therefore specific, immediate, practical. The 


| immediate historical question is: how did this situation come to be 


| what it is? The data through which this question is to be answered 





are specific and selected; they are derived from its past as dis- 
tinguished from the past of other institutions, or from the facts of 
general institutional history. 

Clearly then the historical method in this connection presupposes 
a well-defined institutional situation—a descriptive account of what 
is or has been at some definite time—and the facts which it marshals 
out of the past in explanation of this situation are not general but 
refer specifically to this situation; they aim to show definitely its 
genesis and the process through which it came to be what it is. 
In other words, the historical method of science, as applied to eco- 
nomics and kindred subjects, requires that the problem first to be 
raised, that the situation as seen in the present first be stated, and 
that then, and not till then, solution of the question why be attempted 
by a careful study of the past out of which the situation given is 


\. supposed to have emerged. 


With the simple exceptions of the character and source of its 
data, therefore, the historical method does not differ from the ordi- 
nary method of scientific investigation. The fact that we have to 
go to history for the data—to become in a sense historians—does 
not alter the scientific end and does not relieve us from the utmost 
exercise of our mental powers in hypothesis, analysis, discriminating 
selection, synthesis, and clear and logical statement. In other words, 
historical data are scientifically important only when they explain 
some matter of fact of vital interest to us. There is nothing 
sacerdotal about them. They have no importance merely because 
they refer to the past. Their importance is to be determined in any 
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given case by exactly the same tests to which ordinary data are 
subjected. 

To bring out more clearly the contrast between the historical 
method as thus characterized, and mere historical narrative mis- 
applied, let us take an example or two. Suppose the matter under 
discussion to be the comprehension of the present capitalistic organi- 
zation. The pseudo-historical schoolman starts out with a sketch 
of the industrial history of England and then, having done supposed 
homage to the scientific spirit of the age, he proceeds to a close tax- 
onomic treatment of the present situation, interwoven with good 
old-fashioned explanation of it in terms of the mechanical equilibrium 
of present forces—human motives and physical forces. Just what 
has the historical introduction signified here? The true exemplar 
of the historical method, on the other hand, starts from an analysis 
and description of the capitalistic system as an actual complex insti- 
tutional structure upheld, for the moment if you please, by the 
mechanical equilibrium of present forces. Looking thus at the 
thing as it now appears, he asks the question why, in his attempt 
to better understand the situation from the standpoint of his peculiar 
interest, and then proceeds to answer the query by specific historical 
investigation. The whole difference in this case between the two 
methods is that we have, on the one hand, the mechanical juxtapo- 
sition of historical narrative and analysis of present phenomena 
and, on the other hand, the scientific solution of a definitely stated 
problem by means of appropriately marshaled data. 

Or suppose we are endeavoring to make an earnest study of 
the present trade-union movement. If we were to follow the example 
and spirit of those who preface economic texts with historical chap- 
ters, we should feel it necessary, before getting acquainted with the 
ideas and methods of Samuel Gompers, John Mitchell, and Cornelius 
P. Shea, to plod laboriously up through the history of labor condi- 
tions and organizations from the dawn of the era of free labor at 
least. Actuated by the historical spirit, we should first try to get 
at the present situation—the ideas, ideals, aims, and methods of the 
present unionists. Then we should call in the aid of past experience 
to help us determine the sources and the life history of these present 
notions and methods of labor, and therefore, what as social and 
industrial institutions trade unions really are and are becoming, 
what their real relation is to the complex institutional situation of 
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the present, and therefore, as a corollary, how they are to be looked 
upon and dealt with for the best interests of society. 

It must be admitted of course that the present is no more capable 
of being completely realized than the past is of being completely 
reconstructed. Attempts both to realize and to reconstruct are bound 
to be selective. Unless the interest in the realization of the present 
is superior to the interest that prompts to the attempt to reconstruct 
the past there is no ground for preferring the one attempt over the 
other. But the “historical narrative” interest is mainly academic, 
while that interest in the realization of the present which makes use 
of the historical method in harmony with modern scientific insight, 
is, as we have pointed out, in a sense practical—practical in the 
sense that it is an interest in understanding for the sake of or in 
the interest of the life of the society or the individual. The historical 
spirit in harmony with the modern scientific spirit or attitude is 
simply the going to the past to gratify the same interest that prompts 
to the attempt to realize the present. The main trouble with those 
who indulge in historical narrative is that they seem to think that 
academic reconstruction of the past can contribute to the ends of the 
practical interest of the present. In this they are for the most part 
mistaken. From the standpoint of the practical interest involved 
the academic reconstruction is a hopeless tangle of relevancy and 
irrelevancy, altogether without definite teaching. 

In conclusion it may not be out of place to note that while the 
prefacing of the discussion of economic principles and conditions 
by long-drawn-out historical narratives violates the most vital 
rules of pedagogy, the historical method lends itself admirably to 
pedagogical needs if rightly understood. It gives the student some- 
thing definite, something with which he is ordinarily, through 
experience or reading, in some degree familiar ; it rouses his interest 
by asking: what, in terms of some vital human interest, does this 
situation mean? and then it invites him to search for the answer to 
this question. This harmonious relationship between the scientific 
and the pedagogical method, however, should not too much preju- 
dice the new race of university investigators who affect to deprecate 
the pedagogical point of view as unworthy the consideration of the 
scientist. 

R,. F. Hoxie 


UNIVERSITY oF CHICAGO 
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ON THE LEGALITY OF A BOYCOTT IN GERMANY 


A decision of the German Imperial Court rendered July 12, 1906, 
recognizing the legality of a boycott, may be of interest to American 
readers. The following abtract is translated from the Deutsche 
Juristenseitung, September 15, 1906. A decision of the German 
Imperial Court, it should be noted, has not the same absolute 
authority as that of one of our highest courts, since the court is 
divided into a number of senates, the rulings of which do not 
always agree. 

The following are the facts of the case: 

In March, 1904, the organized bakery employees in K. demanded 
that the masters should no longer furnish them food or lodging, 
but in lieu thereof should pay them the sum of M.12 per week; 
they also demanded a certain minimum wage. Since numerous 
employers did not grant the demand, the men went on strike. 
The leader of the strike, N., undertook to explain the justice of the 
strikers’ demand by pamphlets and matter published in the social 
democratic paper of the town, and requested the people of K. and 
its environs to procure their supplies of bread only from bakeries 
that had granted the demands of the employees. A list of these 
was published. At the same time the labor federation of K., a 
union of trade associations of workmen existing in K. and vicinity, 
in order to aid the cause of the bakers’ employees, formally resolved 
to boycott the recalcitrant employers, and published this in the 
paper before mentioned in form of a manifesto addressed to the 
“organized labor” of K. and vicinity, coupled with the threat that 
organized laborers who should buy of the boycotted concerns or 
from their patrons, would be called to account. Even after the 
termination of the strike this boycott was continued. 

Plaintiffs (chief of a master-bakers’ guild, and the owner of a 
bakery named S.) brought action to restrain future public declara- 
tions of boycott, and for compensation for the injury already 
suffered. They based their action on Trade Code, § 153 (“coercing 
to join a combination”) and Civil Code §§ 823, 826 (very general 
provisions, against unlawful injury). 

S. alleged especially that he employed non-union laborers, who 
had not joined the strike nor made the demands in question; not- 
withstanding this his bakery had been boycotted as “irregular.” 
The court below had dismissed the complaint, The Supreme 
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Court, on writ of error, upholds the decision. The decision of the 
court is as follows: 


It is true the Imperial Court has held repeatedly that a going concern 
is property, the injuring of which may give rise to an action for damages. 
But not every act of another that causes damage is an unlawful injury, 
especially not an act which is merely an exercise of general and of economic 
liberty. Among lawful acts must be counted the formation of labor unions 
for the purpose of obtaining better conditions of work and of payment, and 
measures taken by such unions and their friends and adherents for this pur- 
pose are not illegal merely because they injure existing concerns. The only 
question, therefore, is whether the measure taken in the present case goes 
beyond what is lawful in the wage and labor struggle. The boycotting of 
tradespeople by labor unions is not unlawful per se. Boycott and strike 
alike are weapons, the former seeking to curtail the sale of goods, the latter 
seeking to hinder their production. One is neither more or less permissible 
than the other. Both find their counterparts in the weapons used by 
employers: the strike in the lockout, the boycott in the blacklist. The 
law prohibits the use of menace and coercion for the purpose of 
procuring and retaining adherents in the wage conflict, and it also 
protects the adversary against undue measures taken to force him 
to grant new terms of employment. But by the threat that organized 
workmen not joining in the boycott would be called to account, it must be 
assumed that it was only meant that they would be expelled from their 
union in accordance with its by-laws, Such a threat is not unlawful, since 
the right to hold out certain coercive measures rests upon a special relation. 
If the measure threatened is not punishable, the threat is not pun- 
ishable. Neither in their purposes, nor in the means they used, did the 
defendants violate the general rules of fair and proper conduct. It does not 
matter whether their demands were justifiable or not; it is sufficient that 
they regarded them as just. In their publications, they avoided personal 
recriminations, and in the main confined themselves to a request for aid by 
giving preference in dealing to concerns acceding to the workmen’s demands. 
Nor does it offend against the rule of fair conduct to apply for aid to others 
not immediately concerned in the struggle. In similar manner there have 
been requests to avoid department stores in order to favor small concerns, 
or to give preference to Christian tradesmen. Through such means the 
removal of real or alleged evils is frequently sought. The publication of 
circulars of this kind cannot be regarded as violating the rules of fair 
dealing. 

Ernst FREUND 
University or CHICAGO 


























BOOK REVIEWS 


The Heart of the Railroad Problem. By FRANK Parsons. 
Boston: Little, Brown & Co., 1906. 8vo, pp. viii+364. 

Professor Parsons has long been known as a vigorous writer 
upon questions of public policy. His extensive study of railroad 
literature and his investigation of transportation problems have 
convinced him that “the heart of the railroad problem lies in the 
question of the impartial treatment of shippers.” The present book 
is filled with instances of violation of the right of all shippers to 
impartial treatment, and the evil results of discrimination are 
shown. 

In the first chapter the common and statute law against discrimi- 
nation are clearly stated. In the next twenty chapters the results 
of official investigation of the past twenty-five years, showing all 
forms of discrimination in violation of the law and the fundamental 
rights of the shippers, are set forth. Nowhere is a more clear and 
comprehensive summary of the findings against the railways to be 
had. Both the corrupt and the competitive reasons for discrimi- 
nation are stated, and sixty-four different forms of evading the 
law are shown. As a critic of existing conditions the author has 
done his work well. 

In showing the failure of the numerous attempts made in the 
past to prevent discrimination, Mr. Parsons lays a good foundation 
for demanding more efficient public control than has yet been exer- 
cised in the United States. If some means is not devised to stop 
discrimination and put public interest above private interest at the 
points where they clash, the public ownership which Mr. Parsons 
suggests in this book and has long advocated elsewhere will continue 
to gain adherents. 

Witiiam HILi 


UNIVERSITY OF CHICAGO 


The English Patents of Monopoly. By WitL1aAm Hype PRIce. 


Boston: Houghton, Mifflin & Co., 1906. 8vo, pp. x-+261. 


Dr. Price’s English Patents of Monopoly constitutes the initial 
volume of a new series of economic studies published under the 
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direction of the Department of Economics at Harvard University, 
The present study was awarded the David A. Wells prize for the 
year 1905-6, and is published from the income of the David A. 
Wells Fund. 

Volume I of this new series sets an exceedingly high standard 
of scholarly excellence. The scope of the work may be fairly 
inferred from the title and from the author’s prefatory statement. 
It is pointed out that investigators have generally directed their 
attention to the great commercial companies of the sixteenth and 
seventeenth centuries, such as the Merchant Adventurers and the 
East India Company, engaged in foreign trade and operating under 
royal letters-patent. 





The avowed motive of both the foreign and domestic monopolies was 





that of organizing trade and industry under a national regulation which 
should protect and stimulate these enterprises. The system of internal 
monopoly, however, included a greater variety of objects, and a greater com- 
plication of motives than did the group of external monopolies. ... . The 
value of a systematic investigation of the latter [i. e., the system of internal 
monopoly], and the justification of this monograph lies not only in the light 
derived from one experiment with industrial privileges, but in the special 
significance of this phase of English economic history. With some allowance 
for overlapping, it may be said that in England “monopoly” formed the 
connecting link between “mercantilism” and “protection.” 


The application of the common law to cases of monopoly down 
to the enactment of the common-law principle in the statute of 
monopolies in 1624, is followed in detail. This portion of the mono- 
graph deals with the “origin, development, and perversion of the 
policy and with the struggle to overthrow the system.” Having 
treated of the political and economic aspects of the monopoly system 
as a whole, the author devotes succeeding chapters to several selected 
important industries wherein monopolies were established—the 
mineral companies, patents to cover mechanical inventions, glass 
patents, the royal alum works and industries having to do with the 
production of clothing, iron, salt, and soap. These industries have 
been selected as typical cases of monopoly, and they have been 
chosen also with reference to available data covering a considerable 
period. In appendices, occupying something over one hundred 
pages, original documents, statutes, letters, and proclamations con- 
cerning patents, monopolies, and commissions, and touching griev- 
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ances, are reprinted. The work has been done in the Harvard 
College and Law School libraries, and in the English libraries and 
public record and patent offices. 

Except for certain indirect consequences, the author conceives 
the policy of monopoly to have culminated in failure. The monopoly 
companies gave the community a certain amount of experience in 
business organization, in the accumulation and management of capital, 
and led more or less directly to the development of the system 
of patents for encouraging invention, but their immediate effect was 
to “foster corruption and exploitation of the community for private 
advantage.” 

English economic history has been better written than that of 
any other country in the world, and it seems, at least to English 
and American economists, better worth writing. To that literature 
the present monograph is a scholarly contribution. 


JoHn CuMMINGS 
UNIVERSITY OF CHICAGO 


The Battles of Labor: Being the William Levi Bull Lectures for 
1906. By Carrot, D. Wricut. Philadelphia: George 
W. Jacobs & Co., 1906. I2mo, pp. 220. 


Christianity and the Working Classes. Edited by Grorce Haw. 
London: Macmillan, 1906. 8vo, pp. 257. 


It would be difficult indeed for Mr. Wright, who has achieved 
so much in the field of practical economic research, to add to or to 
detract from his great repute among scholars. Written out of hand 
for the layman, or rather perhaps for the clergy, the course of 
lectures published under the title The Battles of Labor gives evidence, 
not of scientific research extended, but rather of fulness of experi- 
ence, reminiscence, and common knowledge regarding labor troubles 
of all times. 

The greater portion of Lectures [ and II is devoted to a recita- 
tion of those “revolts and massacres growing out of labor conditions 
largely in antiquity and through the ages prior to the institution of 
the factory system,” which are conceived to form “the dark and 
unhappy background of the modern battles of labor,” including, of 
course, the first great strike recorded in history, organized among 
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the Jews by Moses. In the first hundred pages we come down 
through the centuries at a tremendous pace, bringing up short with 
a brief discussion of boycotts, peaceful picketing, and injunctions 
in our own time. 

Lecture III is descriptive of the several more notorious labor 
contests of the last thirty or forty years in the United States, the 
railroad strikes of 1877 on the Baltimore & Ohio and Pennsylvania 
lines, the strike of the telegraphers in 1883, the strike on the Gould 
system in 1885 and 1886, the Homestead strike in 1892, the Pullman 
strike of 1894, and the recent strikes in the anthracite coal-field. 
Having completed this survey of historical data, the author devotes 
his final lectures to an account of methods of avoiding industrial 
warfare today—methods of conciliation, arbitration, and “industrial 
righteousness.” The whole treatment of labor problems is frankly 
descriptive, discursive, and unsystematic. 

These lectures have been delivered under a foundation established 
to secure annually in a course of lectures the free, frank, and full 
consideration of the “application of Christian principles to social, 
industrial, and economic problems of the time.” It is perhaps in 
courteous recognition of the spirit of the letter of indowment for 
these lectures that Mr. Wright is led to observe that the betterment 
of the conditions of labor must depend upon the “practical applica- 
tion of the great principles which make Christianity what it is ;” the 
problems of the future are to be met with a “new application of 
religion.” 

In Christianity and the Working Classes Mr. George Haw has 
gathered considerable evidence going to show how the working 
classes of England regard the teachings of the church and the prin- 
ciples of Christianity. Among the contributors to this volume are 
church officials, members of Parliament, the wardens of Toynbee 
Hall, Bramwell Booth of the Salvation Army, and other students 
of labor conditions. The text of these essays is found in the 
“falling-away of the working classes of England from the Christian 
church,” and the question is raised whether labor’s “good-will and 
attention” can be recovered. The church comes in for a more or 
less conventional arraignment in these essays for not preaching and 
practicing the true principles of Christianity, but there is something 
passing the conventional in the cries that come up from the working 
classes themselves, who seem more and more disposed to regard 
modern Christianity as “a trump card in the hands of the wealthy 
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classes.” In the mind of one of Mr. Haw’s correspondents, “the 
churches each year tend to become more and more mere machinery 
for the Sunday recreation of the well-fed and the well-dressed.” 
Another writes: 

My brother Jack is a coal-miner. He is a filler and a trimmer. ... . 
The place he has to work in is so hot and polluted with gases that a man 
sweats sitting down doing nothing. Brother Jack works naked as a newborn 
baby, except that he has a pair of socks and clogs upon his feet. Let anyone 
have a week or two in his place, and I dare say he will in that short time get 
a big enough burden on, and will most truly find out that he cannot lay it on 
Jesus. 


This defection of the working classes is of course attributed to 
the failure of the church “to meet the people’s needs,” but among 
working classes themselves there seems to be a general growing 
disposition to condemn the “comfortable” teachings of religion itself 
as offering no solution of the labor problem, to reject just those 
great principles which have made the Christian religion what it is 
and to adopt other principles of conduct and social regeneration. 


j.c. 


The Business Man’s Library. Chicago and New York. The 
System Co. 


1. Organizing a Factory. By C. E. Woops. 8vo, pp. 156. 

. The Cost of Production. By B. C. BEANs. 8vo, pp. 
viii+198. 

3. Credits and Collections. By T. J. ZIMMERMAN, et al. 
8vo, pp. 6+1096. 

. Selling. By various writers. 8vo, pp. vi+199. 

. Buying. By various writers. 8vo, pp. 216. 

. Business Correspondence. By C. A. Burt, et al. 8vo, 


pp. 221. 

The above six volumes constitute thé “Business Man’s Library.” 
These books contain respectively (1) an analysis of the elements in 
factory organization, a presentation, of the fundamental principles of 
factory management and a description of the methods to be used in 
every department of factory operation; (2) the principles of the 
science of costs, with illustrative examples by cost experts for 
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various lines of manufacturing industry; (3) the factors involved 
and the methods pursued in credit operations; (4) the principles of 
the science of salesmanship; (5) the methods, forms, and records 
of purchasing : how the buyer works and the rules which guide him; 
(6) the underlying factors of the art, practices, and methods of 
correspondence in the various departments of business. 

Over seventy business men have each contributed one or more 
chapters in the series. Both on this account and because of the 
large number of subjects covered there is a lack of unity and propor- 
tion. Many of the articles, however, are excellent, and most of them 
valuable. Taken as a whole, the books contain many suggestions 
valuable both to the business man and the student. 


GEORGE M. Fisk 
UNIVERSITY OF ILLINOIS 


The Consular Service of the United States. By CHEsTER LLoyp 
Jones. Publication of the University of Pennsylvania, 
Series in Political Economy and Public Law, 1906. 
Pp. vi+126. 

Successive chapters of this book treat of the legislative history 
of the consular service, rights and duties of consuls, extraterri- 
toriality, consular assistance to foreign trade of the United States, 
European consular systems, and suggestions for the improvement of 
the American consular system. A bibliography is appended to each 
chapter. The work is a welcome addition to the too meager litera- 
ture concerning our foreign trade. The variety of subjects treated 
necessitates too much brevity, and some important topics receive, 
therefore, not much more than a passing mention. It is also regret- 
table that the book could not have contained a discussion of the new 
consular bill, which is merely appended to the volume without com- 
ment. Some slight inaccuracies also occur. For example, the 
Consular Reports and Commercial Relations are not now edited by 
the “Bureau of Foreign Commerce” of the State Department, as 
stated on page 44, but by the Bureau of Manufactures of the Depart- 
ment of Commerce and Labor. In describing the service of consular 
officers to protect the customs revenue, mention should have been 
made of the supplementary efforts of our treasury experts 
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(pp. 79ff.). The author in his concluding chapter offers many 
valuable suggestions for the improvement of our consular system, 
although some of his statements seem to be slightly inconsistent. 
We are told that “the very best of consular services can accomplish 
but little for commerce” so long as a large part of our foreign trade 
is done through commission houses. The succeeding paragraph 
states: “That much can be accomplished, even with our present 
service, when there is a determination to enter foreign trade, is 
proven by the experience of the American firms who had availed 
themselves of the consular services in extending their trade abroad.” 
The monograph as a whole, however, is well written, and with the 
accompanying bibliogaphy forms a valuable basis for future 
contributors to the consular service of the United States. 


GeEorGE M. Fisk 
UNIVERSITY OF ILLINOIS 


A Modern Utopia. By H. G. Wexits. New York: Charles 
Scribner’s Sons, 1905. Pp. 392. 

This book is written with an intimate knowledge of former ideal 
commonwealths and is a conscious attempt to describe a utopia 
that is not utopian. It is not static but dynamic; not destructive of 
individual initiative, but planned in every way to foster it. It is a 
description of what the world would be like if the highest ideals of 
the present time were realized. As one reads the easy narrative 
and description of the journey of a literary man and a botanist to a 
land that is just the other side of the Swiss Alps, one is convinced 
that Utopia, like the kingdom of heaven, is within. 

“Failure in a Modern Utopia” outlines a disposition of deformity, 
disease, and crime that is just what most thoughtful men and 
women would like to see realized. Criminals are segregated on 
islands where they may enjoy themselves, but may not corrupt the 
rest of the world or reproduce their kind. Jails are abolished. 

The chapter on “The Samurai” is by all means the most inter- 
esting part, containing the kernel of the book. The Samurai consti- 
tute an order of “voluntary nobility” open to every physically and 
mentally healthy adult who will obseve its rules of living. This 
order does most of the responsible work of the state. The members 
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live under a rule of self-discipline of impulses and emotions 
which is intended to develop moral habit, and to secure the maximum 
co-operation of all men of good intent. The classification of society 
is not along economic lines, but men and women classify themselves 
according to what we would call their social efficiency. They have 
the opportunity to class themselves as high as they can. 
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